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FOREWORD 


1 he att unment of success in piatticill) eveiy spheie of indus- 
liisl enterpiise has become incieasingly dithcult and hazaidous, 
bill It IS still uithin the reach of those who have prepared and 
equipped themselves for the effort This preparation involves 
ihe discaiding of ideas, methods, and opinions which may ha\e 
been of ^alue in the past, but which no longer meet the require- 
ments of present economic conditions The equipment necessary 
for such success lies in the efficient admimstiation and manage- 
ment of all industrial activity 

The adminisliative heads w'ho determine the policy of a busi- 
ness m dvC decisions of such magnitude that eyen one enor of 
judgment mat prove disastrous, while the management, in 
carrying out these decisions, aie responsible to direct all pro- 
ductiye effoit to t successful issue 

11ns tan be ichieved moie readily and with better results 
wlien the m inagement know the vital facts of the business, and 
h ue the hnancial lesults of theirefforts constantly under peiiodi- 
tal review They should know not only that the business is pros- 
pering or otherwise, but also what are the sources of piofit, and 
wheie and w'hy losses have arisen Such information can only 
be furnished by a modern system of cost accounts controlled by 
an iccountant wffio can analyse and classify facts and figures in 
a deal, practical and concise manner The results shown may 
seiiously affect present or future policy, but will certainly con- 
tribute to the welfare of the business 

1 n these days of keen competitiye effort wdten profits aie scarce 
ind cut to the finest margin, accuiate and detailed costing has 
liciome essential, and the position of cost accountant is now 
one of primaiy importance m eyery industry 

Mr Alillei’s experience ini this field is unusually large and 
eminently piactical, as his earlier work on the subject has dis- 
closed, and from my personal knowledge of his collaboration 
w'lth my old friend, the late Sir Wm Rowan-Thomson, I feel 
sine this guarantees to the reader of this new cvoik, an apph- 
cational value of real impoitance 


AVETR 




PREFACE TO THE LVIFR EDITIONS 


An opportunity has been taken in publishing these new edi- 
tions of including two new chapters legarding Standaid Costs 
and Budgetary Contiol The text of some of the eailier chapters 
is also useful foi the suitable application of these methods, and 
reference has been made accordingly 

Pi oof has been obtained that the subject matter generally and 
the forms and graphs have been of practical use to manufac- 
tureis, and also valuable for tutorial w'ork To inciease this use- 
fulness, specimen questions are shown wheret possible at the 
end of the relative chapters, for the use of students and others 
interested 

Some of these questions are from recent accountants’ exami- 
nations of which acknowledgment is gladly given The others 
have been framed to emphasise the practical usefulness of the 
book, which was appretiated by the accountanc\ and technical 
press in the reviews of the earhei editions 


JordanhtU, Glasgow, W 3 



14 PRl FACE TO THL URSl EDITION 

ment All the necessary tactors being ultimately organised to 
work simultaneous!} and ethuently the} give accurate and 
prompt total costs ol manufactures 

Although complete guidance may be given for the installation 
of cost accounts, the successful application of these does requiie 
the services of a thoroughl} qualified and efficient cost account- 
ant, or the work of one who can acquire this ibility and ex- 
perience The particulars which follow have been successfully 
used in practice, and specimen forms are bound separately at 
the end of the book to increase the usefulness of the information 
given The chapter entitled “Labour Payment by Results’’ is 
part of an article which appeared in The Iccountant and per- 
mission has been kindly given for inclusion here 

for dan kill, Glasgow, W 3 



CHAPTtR I 


COST ACCOUNTING 

Interest in cast accounts has been considerablj incieased in 
lecent years, but it is not likely that anj cost accountant, no 
matter how efficient and enthusiastic, can now show a successful 
method of cost accounting that is entiiely novel to those en- 
gaged in such work toi manufacturing tiades A statement ot 
this nature now may prevent disappointment, as the remarks 
that follow will piobably cover giound familiar to many cost 
accountants If confirmation is obtained in this way of suc- 
cessful application, then an understanding has been reached 
which will be useful 

On the other hand the particulars now presented may enable 
otheis to observe the piactical results of cost accounts for manu- 
factuieis Notwithstanding the increased attention given to the 
subject m these days, even yet some manufacturers may not 
have given cost accounts much consideration, perhaps because 
the welfare of then business has not compelled them to do so 
From the earliest days when primitive men bartered or had 
transactions in ai tides or mateiials with each other, some ide i 
of cost, selling value, and purchasing price exercised the minds 
of the participants to these transactions 

If we could analyse the minds of primitive men in these early 
ages, 01 of the most pnmitive races living to-day, we might 
learn something of the way in which they would determine the 
sales value oi? purchase puce of articles in which they weie 
inteiested Biief consideration of this aspect of cost may not be 
without value, because it would likely be of a veiy practical 
natuie If such a man had possessions or products to sell or ex 
change,, nc would likely desiie payment in foodstuffs for his 
sustenance or furnishings for himself or his dwelling A prac- 
tical estimate of the food required in exchange foi his articles 
would be a sufficient quantity to satisfy him until he could obtain 
more articles for baiter, if he was satisfied with a baie existence 

The working of the primitive mind with a manufacturer as 
dealei is more difficult to comprehend The exchange then 
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might be for artales of brass oi other materials piobably puce- 
less to the primitive mind and therefoie valued much in excess 
of their actual production (ost If we dwell unduly on such 
ibnormal increases of value, we may distuib the peace of mind 
of those engaged in such trrdes It is useful to take these long 
■views, especially when we are informed that so much is new 
and has not been known before Sometimes, aftei caieful inves- 
tigation, we obtain furthei proof that ideas and principles 
legarded as novel have been known in earlier ages 

REPFTITION OF PRINtIPLCS 

We can prore such expeiienccs, if we r ike one or two examples 
from scientific and more mundane alYairs In this respect it is 
interesting to note from Dr Perry’s well-known work on the 
Steam Engine, that Heio of Vlexandna (120 u r ) used steam to 
turn a reaction wheel and thus desciibed the stc im turbine In 
an edition of his book published ovei thirty \ears ago, D: 
Perry remarks “The student of history t uls to notice that 
traffic has always ihcreased on common roads, and that although 
railway traffic may steadily increase it may become less import- 
ant again than the road traffic ’’ Recent transit developments in 
this country have helped the possible fulfilment of this pro- 
phecy, the changes being due to decreased cost in time or money 
and sometimes in both We can also obseive sometimes the 
return to first principles in some ispects of commerce, which 
are more neaily related to accountancy than either of the fore- 
going examples 

The art and practice of book-keeping in one form or another 
must be as old as civilised trading, but the present' form of 
double entry foi ordinaiy commercial accounting can be traced 
back only to about the end of the 15th centuiy, when it was in 
use among the merchants of Venice and other commercial cities 
of Italy It has been said that these eailiest Italian merchants 
used veitical leceptacles foi retaining documents incidental to 
their book-keeping, such as we sometimes observe in Ihe shops 
of apothecaries or Italian warehousemen The advent in recent 
years of those very useful veitical filing appliances of wood or 
metal, which were probably originally made in America for 
commercial purposes, apparently reproduces the first principles 
of the Italians for filing purposes 



COST ACCOUNTING I7 

riNANCIAL ACCOUNTS 

if we continued oiu historical suivey of othei spheres of the 
woild’s activities, we would likely discover other instances 
w'heie histoi}^ repeits itself It is well to have an open mind 
when new methods 01 piinciples are brought to our notice, even 
for cost <K counts, w'hich to some constitute a comparatively new 
branch of commeictal work in manufacturing trades If we 
assume tire absence of tost accounts, the only insight that can 
be obt lined of manufacturing results financially is from the 
usu il trading accotinl, piofit and loss account and balance sheet 
So fai as actual costs are concerned, the most useful informa- 
tion in these circumstances would be obtained from the trading 
account, and m a lesser degiee from the profit and loss account, 
as shown by Forms i and 2 The possible use of the usual manu- 
tactiuing oi tiading account foi cost purposes can be observed, 
if we consider bried) w'hat constitutes the account We may 
assume, for illustration, a factory or a department entirely en- 
gaged in pioducing one size of wood boxes or packing cases 
Vllowing foi| debit of stock on hand at the beginning of the 
tiading peiiod, 1 e materials and manufactures, and also for 
work in piogiess, and similai credits at the end of the period, 
w'C can simplify the account for cost consideration The debits 
to this account wall therefore include materials, perhaps raw and 
unfinished, w^ages paid, furnishings and consumable supplies, 
etc Debits for rent, taxes, insurance)i, power, heat and light, 
depreciation and repairs of property and plant, all as applicable 
to the departments covered by the accounts, can also be in- 
cluded The credit to the account will be the value of the sales 
for same period, and the difference in the two sides of the 
account wnll be the profit or loss in the actual manufacturing 

If the siles credited repiesent a uniform pioduct, the output 
can be accounted in a standard unit by weight, numerical quan- 
tity, or other measurements The production cost per unit is 
obtained by dividing the total of the debits to the account by 
the umt*^ produced in that period If the production, in the 
ex imple we have assumed, consists of large boxes the cost 
would be obtained per box, or for smaller boxes per do 7 en 01 
per gross If only one class of materials or supplies is used for 
manufacturing the cost per unit produced, for mateiial only, can 
be obtained in like manner Wages in trading account may be 
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shown divided into productive or direct wages and non-produc- 
tive or indirect wages, so that these costs pei unit can be 
obtained, and so on for the different items of cost and oncost 
that appear in the trading ind profit and loss u counts A.s will 
be obser\ed latei, financial accounts cm give appioximate re- 
sults of departmental or piocess costs onlj , md ue of vert httle 
use for costs of jobs and oiders of a ■varied nature 



Chapter 1 


F\ V]\]IN\TION QUESTIONS 

1 l^nparc a trading anount supplying your onon figures and. 
atiouni hiadings Show the tost for each item allied to produc- 
tion, itnlitdiiig departmental oncost, departmental profit and 
satis priLL, all on the same unit basis 

2 Draft a shihton form of monthly profit and loss statement, 
showing departmental trading profit, general oncost items and 
lutt profit, and the cost of each on the same production unit 
ba‘;is 

T II hat advantage is denned from the preparation of monthly 
^ladiini aeiount, profit and loss account and balance sheet? 

4 huurporate in a trading and profit and loss account final cost 
partiLiilars for a product with vvIihIi you are familiar, and give 
as miuh ditail as possible 

=5 lo what ecstent should overhead e\petises be included in the 
pnished stocks '* T1 hat would the effect be if these were excluded 
from the valuation'^ How would the comparison of actual 
at-counls be affected? 

Final, I C W A , 1941 

6 By altering the eonventwnal form of Trading and Profit and 
Loss Iccounts of a manufacturing business, useful costing sta- 
tistic s may be shown Draw up an account m such revised form 

Inter , I S A A , 1944 

7 1 he management wish to know the estimated weekly profit 
^af their factory output, based on current sales values Prepare u 

statement to show this and indicate how the figures would be 
obtained 


Final, 1 C W A , 1945 
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CAMPVIGNL\G VGA.IKST TE 

Accounting oi costs has ah\avs been essenti il to some degiee in 
all businesses, although the extent of the itcounting and the 
method adopted depends largely on the nature of the business 
and the lequiremenls to be satisfied Professional men, includ- 
ing accountants, calculate then fees, whether standaid or not, 
according to the time likely to be occupied in doing a particular 
job and to cover the cost of then sei vices foi the period, plus 
the profit desired Steamship owners account then expenses pei 
voyage, to determine the freight rate necessary for profitable 
working Railway ancK transport companies cost the cairying 
per ton mile, electricity generating stations cost per unit pro- 
duced, and manufactuieis generally cost on ihe basis of the jobs 
done 0! output obtained 

OBJECTIONS TO COST METHODS 

Cost methods diffeiing in detail may be applied in the same 
class of business, with equally satisfactory results, but the decid- 
ing factoi in such cases, to determine the best method, will 
likeR be the expense of the cost finding This objection of ex- 
pense IS that most frequently offered to the extension oi instal 
lation of cost accounts, but the consideration of it brings into 
prominence that one of the chief functions of cost accounts is to 
eliminate waste Cost accounts when thoroughly efficient must 
eliminate all waste in their own operation, as well as all waste 
incurred in production or business seivices If the expense 
incurred in operating cost accounts does not piove to be a small 
fraction of the saving effected from the mfoimation obtained, 
the cost accounting has certainly not proved its possible effi- 
ciency An objection, sometimes used against cost accounts foi 
certain businesses, is that the business being of a special nature 
It IS not practicable to obtain reliable cost data In all branches 
of commerce, some cost information can be accounted which 
will more than repay the expense incurred for the accounting 
CONTINUOUS COST 

There are certain businesses where it may not be advisable 
to operate continuously completely detailed cost accounts, be- 



C'iWPA.IGNlNG V&AlNbl W VSTE 21 

cause of the continuity and siniilantj of pioduction and the 
usually small variation in cost, the expense of regulaily re- 
cording all cost details is not warranted This is one of the 
achievements of a complete and efficient cost system, when the 
infoimation, thus provided regularly, peimits a discontinuance 
of accounting certain cost details continuously From the data 
obtained these details can always be accounted on a peicentage 
basis, and can be checked by actual complete accounting when 
desired 

If we assume the absence of cost accounts in a special or 
unique business, as alieady observed, the only insight that can 
be obtained of manufacturing results financially is from the 
usual tiading account, and from the profit and loss account 
These financial accounts aie necessaiy to satisfy othei require- 
ments, even in a monopoly business where costs may not be 
so essential All businesses therefoie accumulate cost data regu- 
larly, although It may be of a very piimitive nature 

COST FAILURES 

Another objection used against the adoption of cost accounts 
IS that these have been known to fail Either they weie impractic- 
able because the wrong method had been adopted, or the correct 
method had not been propeily operated, through lack of the 
necessary detailed' information, or they failed because of lack 
of co-operation by the management, or on account of opposition 
from othei employees All these aspects of failures can be 
observed in other phases of commeicial and industrial activity 
If a machine tool operated successfully elsewhere breaks down 
through a defect or careless working, it is not proved to be a 
useless tool, but can be lepaired and adjusted and operated 
successfully again with the necessary ability This also applies 
to cost accounts which like steam engines have been of many 
forms The direct acting form of steam engine has suivived 
the others of eaily days, and so direct acting cost accounts can 
be applied successfully in some degree in all businesses 

ADVANTAGES OF COST METHODS 

Having considered biiefly the objections to cost accounts, 
which may be summarised as (i) expense of accounting, (2) 
special or unique nature of business, and (3) failures of cost 
methods, a similar brief survey can be given to the advantages 
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of accurate costs It has already been indicated that the elimi- 
nation of waste IS one of the chief objects of costs iccounts, and 
this IS a permanent possibility of efficient cost accounting:, ilong 
with the other advantages th it c m be obtained 

Equally impoilant with the approval of design of new build- 
ings, bridges, ships, engines, motor vehicles, oi my factoiv 
products, IS the agreement of the puce to be paid for the con- 
tr'ict The oiders tor such woik ^re usuallv obtained on tlie 
competitive basis, ind sometimes a specific ition m i\ indical*' 
an approximate price oi price limit which will be paid for the 
product lequired In eithei case, whether design and price aie 
without restriction oi the one has to be relatice to the othei, 
the prepaiation of the estimated cost is veiy impoilant and 
responsible work In the absence of any accurate cost records 
of similar w'ork, ver> much more care and tiouble is necess ii / 
to estimate the cost As outstanding advantage of accuiate costs 
IS their great usefulness in prepiring accuiate estim lies foi nc\' 
w^oik under vaiious maiket conditions, thus siving expense in 
estimating, and avoiding waste and main possible unknown 
losses in manufacturing 

ESTIM \1 IS XNU COSTS 

Reliable cost accounts, apart Irom giving a basis foi accurate 
estimates, can provide for comparison to be made between pu- 
vious estimates and ultim ite costs of each article and oper itiun 
01 job This cas be done for material used ind compaiatuc 
methods of manufacturing! as well as for laboui comparisons 
under different systems of wage payment Ihese costs can also 
be compared wuth othei makers’ selling prices, and thus elimin- 
ate unnecessaiy manufactuie, if subsidiary parts oi supplies 
c m be purchased cheaper elsewdiere Accurate costs enable 
standaids to be adopted for purchase puces of law m iteii ils, 
operative and labour payment, as well as production capacity foi 
machines and depailments, to ensure efficient manufactuimg 
Standaid puce lists for products can be based on efficient 
costs, and selling agencies thereby informed of the maigin il 
discount peimissible to combat very keen competition, and thev 
can also be advised in this w'ay of the most profitable products 
This is very essential information, because pioducers sometimes 
accept orders at less favouiable prices, w'lth a view to obtain- 
ing other orders from the same customers later, which wall gi\e 
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1 biggei margin for profits, Indirect cost 01 oncost is a vcrv 
important part of cost accounts, and the correct accounting and 
allocation of oncost is imperitice for obtaining accurate costs 
^^^ithout accurate costs manufacturers, «ho have been kept busv 
on unprofitable products, ire sometimes surprised at the yearly 
financial results showing little or no profit 

COSTS \\U UN\NCC ACCOUNTS 

\part from the usefulness of costs in the elimin ition of waste, 
the preparation of estimates, standards of output and selling 
puces, they are of considerable use in the financial control of 
manutacluiing businesses Stock material accounting, which is 
an essential phase of cost accounts, enables careful observ ition 
to be made continuously of the financial obligation incuired foi 
these lequirements This also precents unnecessary buiden 01 
waste for e\cessive stock, ind provides opportunity for the dis- 
posal ot obsolete material not required and which cm be sold 
Complete cost accounts of finished manufactures and work in 
plug less, along with the necessirt stock accounts, enable 
interim trading accounts, profit and loss iccounts and balance 
sheet to be piepired regtilaiU during the financial jeai These 
hnanci il accounts can be obtained without all the extra wmrk 
of physical stock-taking of stocks and yyork in progress It is 
also possible to interlock cost and financial accounts legiil irly, 
without much extra trouble, so that cost records can account 
for all the expenditure for manufacturing as shoyvn by the 
financiil accounts during a particular period 

i-Vdyantages of accuiate costs cm therefore be summarised 
thus (i) Elimination of waste in purchasing, producing manti- 
facttiiing and selling, and this h is a permanent possibility with 
the othei idyantages, which aie (2) accui ite estimates, (3) 
standards of costs, selling puces and pioduction capacity, and 
also standards foi compiiison of vaiiotis methods, (4) con- 
tinuous cuntiol of expendittiie, and (li) opportunity foi interim 
financial accounts and interlocking of costs yyith these 
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EXAMINATION QUESTIONS 

1 State five advantages of aLturaie cost aecounts for helping 
production management 

2 Show that cost accounting is essential to industrial efficiency 
and briefly state some of the advantages 

3 Detail some of the probable causes of factory leakage and 
waste 

4 Discuss the value of costing in tin prevcnfioii of waste, and 
show how Its influence m this direction can be ntilised to the 
utmost advantage 

Final, / C n 4 , 1936 

5 State briefly what you understand costing to bi What are 
its mam functions as regards 

(a) Manufacturing businesses, 

(b) 4 departmental store? 

Final, I C C A , 1940 

6 A good costing system can be formulated for the purpose 
of — 

(a) Ascertaining costs of production 

(b) Controlling and limiting expenses 

Explain tho nature of the additional information required for 
the latter, and if (a) and (b) above can be nnidc lomplementary 
each to the other 

Inti r , I C IT' <1 , IQ43 

7 You are asked to determine the “break-even” point in a 
business (that is, the point of turnover at which the business is 
making neither profit or loss) Outline how you would approach 
the task, and the figures and information that you would 
require 

Final, I C W A , 1943 
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8 Describe the organisation of a salvage defartment, the object 
of which IS to minimise loss of defective work and obsolete or 
surplus materials Illustrate the records and periodical state- 
ments which would be prepared 

Inter , I C W A , 1944 

9 Discuss the arrangements which would be necessary to cost 
the wastage of material in a factory producing clothing partly 
on Government contract and partly for private trading Cloth 
for Government work is a free issue based on a standard quantity 
specification per article, but any further wastage is on a com- 
pany’s account 

Final, I C W A , 1944 

10 Cost of pioducts may be prepared for the fixing of selling 
prices and, in consequence, not be in a form suitable for the 
control of expenses Describe the additional particulars required 
for the latter purpose 

Final, I C W A , 1944 



Chapter III 

ELEMENTS OF COSTS 

With the advent ot man\ mechinicnl iids for arLounting laige 
numbers of cost transactions, there is untortunatel\ a tendency 
to minimise the importance of den ind speed} penm insliip 
and fagunng in operating cost lecords subsidiary and impoit- 
ant There is much ot this work which has to be and will alwat s 
requiie to be done, methodically and neitlv, b\ handwriting 
A w'ell-known professoi of mathematics his siid that, in 
answering the problems of his subject, it is impoitant to gne 
the solutions in a methodical and piopei inannei, so that these 
can be leadil} understood and checked Mthough there mat be 
in error in the figuring, methodical answeis aie almost is 
useful as correct answers ichieted ipparenlh out of chaos 
It is well to remember, on considering the piinciples ana 
practice of cost accounting, that there will always be oppoi- 
tunit} in such work for capable penmanship incl methodical 
application Those who hate to consiaer applications for posi 
tions of this kind, have fiequenth reison to doubt whethei this 
fact IS sufiicienth well recognised Vs we considei the 
elements of cost and think of the trans ictions the\ invohe, and 
the work of repoiting these for cost pui poses, the importance 
of clear and quick lecoiding for accounting is veiv apparent- 
The elements of minufacturing cost, which also coter the 
expenditure for selling, may be enumerated as mateiial, labor i, 
and expenses, and eich of these elements can be incuriec 
direct!}^ and indiiectl} There will therefoie be cliiect maternl 
direct labour and direct expenses, as well as indiiect mateii il, 
indirect laboui and indiiect expenses Ihe chiect cost of ma'e- 
rial, labour and expenses, is for that w'hich is ultimcitel\ acUii'h 
part of the manufactures, oi can be applied is cost exacth as 
incurred directly foi the manufictures This, and the following 
definition of indirect cost, is given as i bioad basis applicabl-^ 
to all classes of manufactunng Indiiect costs of material, laboui 
and expenses, aie geneially items of expendituie created in the 
course of manufactunng and in working an establishment, but 
which have no apparent value The direct cost is the prime 
cost being based entirely on the manufactuie supplied Tin 
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indirect cost elements ire generally known collectively ns on- 
cost, as then allocation is usually based in some manner on 
prime cost or on production Prime cost plus oncost gives the 
total or gloss production cost 

DIRECT ELEMENTS 

Direct materi d includes all raw and finished goods supplied 
bv others or fiom the manufacturer’s own stock, for the com- 
plete product produced In the case of mateiial from outside 
suppheis this cost will include laboui, which may have been 
utilised by the suppliei or sub-contiactoi in preparing the 
mateiials oi pioduct supplied The souice of chaige will be tne 
suppliers invoice for outside supplies, and the stock depart 
ment or manufacturing deprrtment’s debits in a manufacturer’s 
owm business, if subsidiaiy stock mateiial items aie made or 
stocked theie foi an ultimate major product 

Direct labour is the production laboui cost incuried entirely 
on tire product, and which can be accurately iccounted to d 
I his IS readilj accomplished, with a laboui cost book, Form lo, 
IS the ultimate source of charge, and it is usu il to segregate this 
cost by classes of labour or tiades as well as by operations, or 
to different sections of the product if lequiied Direct laboui 
mat also be considered as all yisible and tangible labour, 
expended diiectly on the work produced 

Direct expenses laigely consist of special expenses, incurred 
entireh for the particular product or cost iccount, such as tran- 
sit charges if important royalties, suryey fees and special tests, 
trayelhng expenses, outside crane charges, dock dues, etc It 
wall be eyident then, from the foregoing illustiations, that all 
items of piime cost can be classified as one of these threj 
dements 

INDIRECT ELEMENTS 

Indirect tost or oncost is fiequently diyided into depaitmental 
oncost, geneial oncost and sales oncost Other terms used wit’i 
I he same division into departmental, general and sales, are 
“burden,” “overhead,” “chaiges” or “operating expenses ” 
Obviously the departmental oncost wdien accounted separately, 
IS allocated to certain departments because it is entiiely incurred 
b}^ them General oncost is usually incurred in operating the 
entile manufacturing establishment, and this is sometimes 
called general sei vices, and is frequently allocated to all depart- 
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ments or to those aftected It is ceitunly allocated to more than 
one depaitment, otheiwise it would be accounted as depart 
mental oncost Sales oncost is a small percentage of total cost 
sometimes, and only consists, in certain manufacturing estab- 
lishments, of an estimating dep irtment and publicity section, 
so that it can be conveniently added as an item of general 
oncost Wheie the sales oncost is considerable, owing to exten- 
sive adveitising and the necessity for a large selling staff, as in 
the case of domestic supplies, the sales oncost can be accounted 
territorially and allocated by production classific ition, or on 
the basis of selling value 

The indirect material element in oncost covers material which 
cannot be accounted directly to the product, and largely consists 
of consumable supplies such as furnishings, waste, oils, small 
tools, etc 

Indirect labour lepresents the wages of storemen, gatemen, 
factory clerks, foremen, also salaries and commissions of sales- 
men, manageis, and other officials, and this may be accounted 
departmental!}' , geneially, or as sales oncost when incurred for 
selling, in accordance with the particular method adopted 

The indirect expense element in oncost may be generally 
incuried in maintaining propeity and assets at their proper 
efficiency, for manufactuiing and sales purposes Specimen 
items aie — rent, insurance, rates, deprecntion, propert} and 
plant repairs and renewals, power, light and heat, warehousing 
and sometimes packing, shipping and dehveiy ch irges Ihere 
are also general travelling expenses and the usual charges for 
stationery, telephone and postal services 

There may be a furthei segregation necessaiy of administra- 
tive expenses wheie a staff, managers and directors, aie engaged 
generally in contiolling and supervising the manufactuiing and 
sales departments This may include, besides the usual salaries, 
other charges, such as the audit fee and possible legal expenses 
The apportionment of the total administiative expenses to fac- 
toiy pioduclion cost and to sales oncost is sometimes a difficult 
mattei If the expenditure has been incuned for both it has to 
be allocated in accordance with the best information available 

MINIMUM ELEMENTS 

Having biiefly considered the elements of cost as material, 
labour and expenses, diiect and indirect, it can now be said 
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that foi piactical purposes, these m ly be reduced to material and 
labour without loss of efficiency in accounting Theie is also thi 
convenience that two elements aie more easily controlled than 
thiee This is especially an advantage when arrangements are 
made foi inlei locking of cost and financial accounts, and will be 
consideied later We have seen that the expenses, direct and 
indirect, may be incurred as debits from suppliers oi sub 
contractors Such are transit charges, royalties, dock dues and 
other possible direct expenses, and rent, rates, insurance, pro- 
perty and plant repairs, etc , and other indirect expenses All 
these outside expenses can be accounted with suppliers’ invoices 
and included with the element of material, and thus be entered 
in a monthly purchase journal, with a corresponding abstract, 
summarising all outside supplies for direct and indirect cost 
purposes The other items of travelling and incidental expenses 
may be accounted as petty cash, but a summaiy of this can be 
added at the end of purchase journal monthly, and included m 
that ibstiact The remaining items of bank or other inteiest and 
annual depieciation can be transfeiied by the geneial jouinal, 
the formei to piofit and loss account, and the latter to depart- 
mental trading account if desired 
The remaining factor in the sales price is profit Prime cost 
plus factory oncost, i e departmental and general, gives the total 
production cost which, plus sales oncost, gives the total cost, 
and this plus profit desiied gives the sales price It is perhaps 
a small point, but it is better to base the piofit percentage on 
the sales price instead of on the total cost Although both these 
base figures will vary, the same amount of profit will be a lessei 
percentage on sales price than on cost, in any case whatevei 
basis IS adopted must be rigidly maintained, otherwise con- 
fusion will ensue 
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EWMIN^TION CUES HONS 

] Differenhatc between prime lO^t, jactory cost, jinal or total 
eosi, and sales price 

2 IT hat precisely is embiaied tn the term, final or total cost, 
should the profit percentage be based on this or the sales price, 
and whyp 

Briefly e\xplain how you would audit the details of the two 
ihief elements of prime lost in a manufacturing business, and 
the methods you would adopt to test the accuracy of the results 

4 What do you understand by the terms ' dirnt material” 
and “indirect material ” Give sv\ examples of each and state 
in what circumstances either or both may be transposed 

Inter , I C W 4 , 1940 

5 I] hat would you suggest should be the functions of an inter- 
nal cost auditor ? Final, 1 C \\ A , 194^ 

6 Glue an example of a stock card designed to cot er all fccititrcs 
of stock control, including quantities and values 

Inter , / C IT A , 1(145 

7 What are the mam features to be considered in a cost audit ^ 
Should these be continuous or periodical State your reasons 

Inter , 7 C II 4 , 1945 

8 Select an industry and list the periodic cost statistics which 

you consider would be of service to the Managing Director In- 
dicate the purpose each is intended to serve and Ihc frequency 
of the presentation Final, 1 C 11' 1 , 1(145 

9 Fhree essentials of a system of costing are ■ — 

(a) to provide a means of controlling expenses 

(b) to indicate product profitability , 

(c) to serve as a guide to Management in the determination 

of policy 

Outline the practical issues of costing under each of the three 
'h-eads Final, 1 C W A , 1945 
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COSTS OF M \TERI ^VLS 

From the consideration of costs elements it will ha\e been evi 
dent that materials geneialK, whether for actual manufacturing 
oi incidental to manufacturing, as well as the resultant stocks 
ot manufactures partly finished or finished and raw materials, 
iie all a very important part of cost accounts Alatenals re- 
quired foi actual manufactuies are requisitioned by the officials 
or dep irtments responsible for specifying these requirements 
1 his may be done for departmental oi process costs b) a woiks 
supeimtendent’s department, oi these requisitions may come 
direct fiom the actual manufactuiing departments Special mat 
eiials foi job oi order costs ire usu illy requisitioned by the de- 
sign 01 draw'ing office, aftei approval of the clrtwings piepared 
from the specification accompanying the signed contract \ 1 ] 
these requisitions aie used, by the buyei or purchase depart- 
ment, IS the basis of official orders foi the actual supplies re- 
(luiied, ifter quotations from possible suppliers aie obtained to 
clecide where the order can be placed most favour<iblv 

Manufacturing material for stock, special materials for defi- 
nite jobs and ordeis, as well as sundry supplies for operating 
requirements, are all pui chased in the same mannei These 
consignments are intoiced by suppliers and receipt is certified 
by the users in the usual way Ihis is generally by yyorks’ de- 
partments completing recene note, y\hich is leturned to pui- 
(hase department to be compared \yith the suppliers’ invoice 
1 he receive note is usuall) a blank copy of the invoice giving 
(inly particulars of the consignment for identification purposes 
The leceive note lequcsts that the accounting be given by 
weight 01 unit used for invoicing, so that an ictual examination 
of tlie consignment h is to be made before the quantity received 
can be correctly st ited 

STOCK JiyNI TACTCRrS \ND STOKTS 
■kc counting of stocks, whether manufactures or stores, is very 
essential for comjjlete cost accounts In purchasing the proce- 
dure is similai, whether special materials for definite jobs, stock 
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manufactuling maleiials oi stores are required In like manner, 
the accounting of stocks of manufactuies or stores is accom- 
plished in a uniform way, and applicable for all these stock 
requirements Generally, these instances show what is best 
piactice for successful operation of cost accounts, that one 
method should be made to satisfy moie that one purpose when 
possible T. his guidance regarding standard methods is also ap- 
plicable to books, cards and forms tint may be necessaiy foi 
cost accounting The less vaiiety there is in style, size, and 
essential details for completion, the more success wnll be 
achieved by these books and documents All the accompanying 
specimen forms thioughout are from actual practice, and as a 
further simple guide foi size it may be mentioned that no size 
less than 5 in by 3 in card should) be used, and everything 
designed as simply as possible \11 forms used should be clearly 
titled to show what they are Instances aie known where foi ms 
have been marked, “This is not an enquiry but an oidei ’’ and 
“ This IS not an order but an enquiry,” such remarks on foi ms 
should not be necessary 


STOCK CONTROL 

Ihe efficient control of slock which may be manufactures, 
partly finished or finished, or raw materials, can be accom- 
plished readily with the minimum of clerical work in the actual 
stock depaitments The accounting required for complete con- 
trol of stock IS comparatively little for the benefits obtained, 
after a propei) method has been installed The clerical work 
necessary foi complete accounting is practically confined to the 
stock clerks in the cost office, who have charge of the stock 
ledgers 

The preliminary work necessaiy for thorough stock account- 
ing largely consists in the preparation of a classified list of 
parts or materials to be stocked, and this may be termed a stock 
catalogue 01 registei For manufactured stock parts, tiles'" 
classification particulars will be readily obtained from the paits 
list or price list, which many makeis of technical manufactures, 
such as type-writers and motor-cars, have to provide for their 
customers Form 3 is a specimen stock record of manufactured 
parts, for use in stock department, where cash values are not 
required Stock materials and stores will be classified alphabeti- 
cally by their trade name, for example, red lead and white lead 
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will each likely be classified separately under lead, with the fur- 
ther classification led and white This will probabi} be the piac- 
tice ot both makeis and users for these, especialh if the latter 
use large quantities Paints are likel} to be classified separately 
b> make according to colour and quality, but, if users requiic 
only small quantities of a few' varieties, it may be satisfactory 
to classify all under the general heading of paints In such casej 
issues are satisfactorily valued on the average price basis, be 
cause of the sm ill yariation there is in the purchase prices, and 
the foregoing are reasonable suggestions for the classihcatinn 
of stoiks foi iccounting purposes 

STOCK REQLISlTIONS ^ND LEDGERS 
Vll stocks aie in charge of i stock-keeper oi storein in, in the 
actual stock depaitment Stock lequisitions, for the replenish- 
ment of maiuifactuied paits, are issued by the stock-keeper to 
the m inufacturing department concerned, and, tor purchased 
supplies, these lequisitions are for the attention of the bu>ei oi 
puith ise department, as pieviously' e\plained \11 issues an 
m icle by stock departments on leceiptof foiemen’s requisitions, 
w'hich may tome fiom despatch or shipping department if for 
manufactured stock, or from foremen of operating departments 
if for rayy materials and stoies The stock depaitments are re- 
sponsible only for certifying receipt of supplies, bj completing 
receive notes as previously explained, and also for the comple- 
tion of foremen’s requisitions, by stating thereon quantities 
supplied in fulfilment of these requests 

The y iluation of all stock supplies and issues is accomplished 
b} the stock accountant in the cost department This is con- 
imllecl by slock ledgers, classified accotding to paits and mat- 
erials slocked Debits to stock departments, foi leplenishment 
of manufactured parts, aie made from the stock iequisition> 
yyhich aie leturned by m inufacturing depaitments to the stock 
iccountant, shoyving paits supplied These are debited to stock 
depaitment, and credited to manufacturing depaitment usually 
at cost price Debits for purchised materials aie made from sup 
pher’s invoices at puichase prices aftei quantities and calcula- 
tions hay'e been ceitified 

Issues, of stock parts or materials to jobs or departments, are 
valued foi cost purposes at true average prices of supplies as 
contained in the stock '^dger An example is as folloyys If 
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loo articles or loo lbs of material have been purchased and 
debited to stock at an average price of is each, and loo more 
It 2s each added to the stock, after 50 of the first lot have al- 
ready been used at is each, the new average price is not is 6d , 
but IS 8d per article or per lb A record of receipts and issues 
in quantities only, for the same stock classifications, can be 
made in the actual stock department bin or record cards The 
stock ledger is a perpetual check on these quantity transactions, 
and in addition gives a continuous valuation of stocks on hand 
at any time Individual transactions can be summarised in scroll 
abstracts, for entry in stock bin cards or stock ledgers 

STOCK. ACCOUNTS 

If complete stock accounts are operated thioughout the year 
in a manufacturing concern, and include particulais of all 
prices of supplies, and account all receipts and issues, the esti- 
mated stock valuation can be obtained peiiodically if required, 
and at the yearly balancing period Adjustment of values is 
necessary at the annual balance period It is the best practice to 
use then, for valuation purposes, the purchase or cunent maiket 
prices, whichever are lower 

Periodically during the year these book returns, which can 
be obtained from complete stock records, may be readily checked 
with the physical stock returns, as showm by Interim Stock 
Report, Form 4 If the differences are thoroughly investigated, 
it IS sometimes possible to obtain satisfactory explanations of 
unexpected waste or leakages AVhen complete stock accounts 
are operated, preparatory airangements can be readily made 
which will greatly facilitate the annual physical stock-taking, 
and considerably reduce the time required for this purpose It 
these arrangements include preliminary instructions to works’ 
departments, W’here they are responsible! for their own stock- 
taking, valuable assistance is thus given, to ensuie accuracy and 
speed in the annual stock accounting 

When complete stock accounts are not opeiated continuously, 
comparison of the annual retuins for several years usually re- 
veals differences in quantities and qualities of stock, the varia- 
tions generally being due to the nature of the work produced A. 
specimen Form, No 5, is shown for this purpose Perpetual 
stock accounts give this information when required, and it is 
most useful to ensure that all stocks aie noimal, and that sup- 
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plies are properly controlled, otherwise theie may be waste or 
an unnecessary financial buiden When stocks have been thor- 
oughly reviewed with regard to cunent requirements, by means 
of Foim No 5, it has been founa sometimes that accumulations 
of certain supplies covered lequirements for an abnormal period 
Further financial obligations and waste in this lespect weie thus 
avoided 
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E\\]VIJN\liON OUESnONS 


1 TT"/iat uhltiy Ui.ts i.hoiild be applied to the designs of losI\ 
forms d 

What do you consider to be the mam essentials of maternu 
control? 

Inter , 1C TF , ig^,S 

2 Do yott consider that, for costing purpose'^, material should 
be charged out at cost prices or market prices ^ Crive reasons for 
your answers 

Final, C A (England) igig 

3 Suggest reasons for discrepancies between qiumtities shown 
in the Stores Ledger and actual quantity in stock, svhich arc 
discovered as the result of “eonttnuous stock taking ’ 

Final, 16 6/1, iq^g 


4 What are the arguments for and against the use of the follosv- 
mg methods of pricing stores issues — 

(a) Original Cost 

(b) Average Cost 

(c) Market Price 

(d) ^lanOard or normal cusC^ 

Can you suggest any other methods'-' 

Inter , I C ]] 1 , 1940 


5 In what eireumstances, if any, svould you advocate the 1 eep- 
ing of a Stores Ledger — 

(a) by monetary values only, 

(b) by quantities only, 

(e) with the monetary values and quantities for all trans- 
actions ? 


Inter , I C W A , 1940 


6 If you were asked to prepare a monthly Trading Account 
and Balance Sheet, by what means would you determine the 
value of Stocks and Work in Progress? 

Final, I 6 TT A , 1940 



1- \ \MIN'^TION QUESTIONS 37 

7 Malenals i<;i,iied from stores to a certain ]ob are found to be 
surplus to the requirements U hat objection is there to passing 
such materials to another job and assuming this practice is fol- 
lowed, by what system or by what method should the transfer 
be I ff cited? 

Inter , 1 C W A , 1941 

S During periods of rapid increase or decrease in prices of 
materials used in production, which of the following methods of 
pricing stores issues results in the most accurate cost of goods 
manufactured and sold — 

(a) Pirst-in, first-out method, 

(b) [dual cost method, 

(c) Average cost method , 

(d) Last-in, first-out method, 

(t) Standard cost method^ 

Give reasons in support of your answer 

Inter , 1 C W A , 1943 

9 4 stores record is required to show — 

(a) the order position, 

(b) the physical movement of goods in and out of stores, 

(c) goods pre-allocated to jobs, 

(d) the available stock 

Design a card and illustrate the method of operating by two or 
three specimen entries 

I C W 4 , 1944 

10 Frame instructions to stock-taking pcrsonntl as to the pro 
ceduro for taking year end stock 

Fills will include stores, raw and unfinished, and work in pro- 
gress 1 our answer should be m the form of a memorandum to 
the persons concerned 

[Vhat special arrangements would you make for goods received 
but not inspected, and how would you control the despatch of 
finished goods during the stock-taking period'^ 

Final, I C W A , 1945 
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LA.BOIjR costs 

There aie vaiious methods of computing wages and subse- 
quently accounting hboui cost in industrial establishments 
These are adopted to suit the conditions in the particular manu- 
facturing business to which they apply, and as may be decided 
by the management concerned Ihis does not mean that all 
manufactuiers m the same trade have the same wage system in 
opeiation Manufactureis engaged in the same production some- 
times organise their woik difterently, and use different wage 
methods which also necessitate diffeient oigamsation 
All wage systems are really based m some wav eithei on the 
time the worker is engaged at work, oi on the amount of the 
work done by the worker These tw'o basic principles are often 
modified, so that theie are difteienf airangements of time and 
work methods of computing wages, as well as other premium 
and bonus systems of wage payment Wages methods based on 
the amount of work done, or the time taken to do certain woik, 
are geneially classified as systems of payment by results 

The time method of computing wages is based on a rate per 
hour, day oi week, for each worker, but usually it is a rate per 
hour This is generally the minimum late agieed to by the 
Trade Union concerned, for each class of labour in a particulai 
distiict The principal objection to the time method of com 
putmg wages, is that it does not encouiage the workei to do 
his utmost to increase output, as he has no guaiantee that he 
will obtain an inci eased wage, in accordance with any inciease 
in his pioduction In another way, the same objection has been 
made against the minimum trade late, that the better oi best 
workers leceive only the same wage as the less able workei s 
The services of the best woikers are, however, likely to be 
retained longest m times of depression, and pi emotion to better 
positions IS usually made from those w'ho do the best woik 

SPECIAL WAGE ALLOWANCES 

There are, of comse, additional wages paid in the time method 
for working beyond the usual working day The rates aie 
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usually increased to time and half for ordinary overtime, except 
on Sundays and certain holidays, when double time late is paid 
for the hours worked Time workers on night-shift aie usuallj 
paid time and third foi time worked, and in some instances 
special night-shift allowance is also given for each night woiked 
Special travelling allowances are usually granted, to workers 
engaged on work at places some distance fiom the usual woik- 
shop, these travelling allowances increase in approximate ratio 
to the distance the place of work may be fiom the workshop 
Special allowances are sometimes paid for dirty work, particu- 
larly on repair jobs, wheie work has to be done frequently under 
arduous conditions 

The foiegoing wage allowances are indicative geneially, of 
what has been aiianged between various Tiade Unions and the 
employeis foi special conditions These oi similar allowances 
are given, although the wage payment may be by time woik, 
piecework or premium bonus Detailed consideration of piece- 
woik and premium bonus will later occupy oui attention, but 
before doing this labour cost accounting, foi all systems of 
wage payment, will now be outlined There are vocations in all 
industrial establishments which will always lequire to be paid 
by time rate This categoiy includes most of those called non- 
producers, as staff men are sometimes named, such as powei- 
housemen, gatemen, storemen, factory cleiks, charge hands 
and foremen, and also workers engaged on special manufac- 
turing and repair Work, including buildings and plant 

LABOUR ACCOUNTING 

The real basis for accounting labour cost is either job or work 
lines or a hand time record book, and this applies to all methods 
of wage payment In like manner, material accounting which 
we considered has as an accounting basis, either the purchase 
material requisition for special lequirements, or the foremen’s 
stock requisition, if supplies are obtained from manufacturer’s 
own stock Job or work lines as per specimen Form No 6 aie 
sometimes used for time woik, although these are not usually 
necessaiy unless for piecewoik and premium bonus A job 
legister and a job data book, which are essential for labour pay- 
ment by lesults, could also be used with advantage for time 
work, although this is not usual Foims 7 and 8 are specimens 
of these as used Briefly, the job register is analogous to the 
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Stock material or stock parts catalogues, and enumerates all 
standard jobs or work to be done The job d ita book coreis all 
the particulars obtained from the execution of jobs and work, 
and ma\ be likened to the material stock or bin card Geneially, 
all the ifore-mentioned functions are conceined with quantities 
only oi time and material,\ and not \Mth their corresponding 
cash values 

The most useful basis tor labour accounting of time nork is 
a hand labour record book, so called because it is suitable for 
use at the actual place of woik It can be ruled for details of 
two workers’ jobs on each page for one weekly pay period, with 
columns for each day of the pay week, as shown by Form g 
It IS usually used at least daily and completed w'eekly, for 
balancing with the actual w iges book for the corresponding 
pay period Details of the jobs or work done c in be obtained, 
from foremen, charge men, or the acttidl woikers themselves, 
by the time keeper or wages clerk during his cl iily visit He 
also acts as a check on the job information repoited, if he lias 
sufficient practical or technical knowledge to do so, and thus 
prevents possible leakage and waste of time Ml details reported 
in labour cost accounting or in materia] accounting are not 
always correct, and these are the occasions where practical 
knowledge has the greatest opportunities tor increasing effi- 
ciency m cost accounting 

LABOtJR COST RECORDS 

Whether time work is reported by job lines or hand laboui 
record book, if foi a large number of yyorkers it has to be sum- 
marised by labour classification according to jobs, by means of 
a scroll abstract, for most efficient iccounting I his gives the 
total hours foi each class of worker, according to the job oi job 
section on which woik has been done during that paiticulai p ty 
period These totals are entered for eich period in labuui cost 
book. Form lo The total hoiiis accounted, foi each class of 
labour against all jobs, will therefore equ.il the total in the 
wages book foi that pay period If the wages book is arianged 
with each class of labour kept distinctly sepmate, the wages 
paid for these total hours is readily ascertained, and if the 
amount is divided by these hours a true average rate per hour 
IS easily obtained Specimen entries in the wages book are 
shown by Form ii The values of overtime allowances are 
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shown separately and can be charged to production accord- 
ingly, to show the cost of overtime working This limits the 
labour hours in cost and oncost accounts to actual working 
hours Labour foi oncost jobs is accounted and valued in the 
same way as for production cost accounts, and the same average 
class rates for each pay period are used tor both purposes 
It all hours accounted, for each class of labour charged to 
jobs in that pay period, are valued at these average rates, the 
total cost, of each and all classes of labour in the 1 ibour cosr 
book, will agree with the wages book for the same period 
Money allowances for travelling, repaii work, etc , are of 
course abstracted and summarised in cash As time rites for 
each class of workers do not vary much, the foregoing 
method for cost accounting hours worked at average rates 
IS the most efticient, where a large number of workers are 
employed This only entails a fraction of the time occupied in 
accounting each individual worker’s hours to jobs, when these 
are vmlued at the individual time lates 
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EXAMINATION QUESTIONS 

1 Dntmgutsh hctwten dinit and indirect labour, itate your 
leasons 

What are the principal difficulties in aceiirale charging of 
labour to cost accounts^ 

State lio<w you ■would deal with these 

2 What are the general circumstances which render labour 
payment by results desirable or undesirable respectively? 

3 In a svorLs employing more than 2,000 hands what method 
or methods of numbering the employees loould you propose'^ 
Explain what purpose siuh numbering ivould serve 

Inter , I C W A , 1936 

4 The present week of 47 hours, and the differential rating, i e 
base rate plus national bonus, present many difficulties in cal- 
culation and operation IVhat modifications would you suggest 
if a 40 hour week rvere introduced ? 

Inter , I C W A , 1936 

5 TI hat are the principal items which appear on a daily time 
report? Draft a specimen copy 

’ Inter , I C W A , 1938 

6 Draft the necessary forms to record workers’ time and charge 
same in the Cost Accounts m a Factory svhere each job is 
entered under a separate number 

Final, A C C A , 1939 

7 In what manner is the efficiency of a factory affected by — 

(a) Time lost due to late arrival and absence 

(b) Idle or waiting time? 

Inter , I C W A , 1940 

8 You are instructed to investigate the costs of a light engin- 
eering company relating to a contract for machining 10,000 
small castings which is nearing completion The company is 
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engaged on other contracts of a similar nature On enquiry you 
are informed that no analysis of labour costs as between the 
various contracts has been made 

Explain how you would proceed in your investigation and how 
you would deal with overhead expenditure 

Inter , I S A A , 1944 

q (a) Draft a wages sheet with four specimen entries with 
columns for deductions, and indicate the Impersonal Accounts 
to which the totals should be posted 

(b) It IS usual to fix maximum and minimum quantities for 
various lines of stock What factors should be considered in 
fixing these figures — 

(a) for standard lines, and 

(b) for exceptional finest* 

Final, I S 4 A , 1944 

10 Define productive and unproductive time in relation to cost- 
ing Indicate methods by which the unproductive time can be 
allocated in cost accounts, giving examples of their application 
to (a) a manufacturing business, and 

(b) a profession 

Inter , C 4 {Eng ), 1945 

11 State, with reasons, the possible affects on costs of a reduc- 
tion in working hours 


Final, f C TT 1 , 194=1 
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When considering methods of w ige payments by results it is 
necessary to lemember that the object of such systems is to pay 
workers according to ability or output produced, and also to 
reduce the production cost incurred by the employer To deter- 
mine which system will most successfully accomplish this, very 
careful account has to be taken of the manufactures to be pro- 
duced or the work to be done Systems at present in use, foi 
payment of defined jobs by results, may be generally dnided 
into two classes, excluding payment on the basis of total out- 
put, or total profits of an entire plant or company V brief 
description of some of these job systems, and their practical 
problems, will help to make then differences cleai, and indicate 
the nature of the production for which they are most suitable, 
in paying labour by output obtained and in reducing cost 

PIECEWORK 

4.ny system of piecework rates represents one class of pay- 
ment b\ results, in which the worker is paid a fixed price foi 
the work done, regardless of the time taken to complete it 
Any reduction in cost to the employer, by piecework rites, is 
obtained only by the intensity of the production This reduction 
in cost IS not in direct ratio to the increased output obtained 
in a certain period, because oncost does not decreise directly in 
proportion as output is mere ised 

PREMIUM BONUS 

The premium bonus systems represent the othei 1 1 iss of pay- 
ment tor defined tasks by results I he uniform fctiture of these 
premium bonus methods is, that the worker is guaianteecl at 
least his ordinary time rate for the hours worked, whether 
bonus IS earned or not In all premium bonus systems, i defi- 
nite time in hours is allowed for the work to be done The 
worker is paid the ordinary time rate for the hours woiked, plus 
a bonus or share of the value of the hours saved, and the 
remaining share is for the employer The basis, for determining 
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the bonus, vanes in the different premium systems Time allow- 
ances for journeymen can also be used foi appi entices, but 
only a percentage of the time worked by the latter is accounted 
when determining the time taken for computation of bonus 
earned 

The principal premium boiius s\ stems, used in this country, 
lie the Halsey-Weir and the Rowan If we assume the fol- 
low'ing data for a job, we can compare the particulars for cal- 
culating the bonus in both these systems Time allowed, loo 
hours time taken go hours time saved, lo hours, oidinar} 
time rate, is per hour 

Halsev-J] en In this system, the worker receives as bonus 
the value at ordinary time rate of half tha number ot hours 
saved These bonus hours can be determined by the formula — 

1 ime allowed — time taken time saved 


or simply = bonus 

2 2 
houis which at time rate gives bonus 
r \ample — 

100— go 10 s d 

oi — =5 hrs at is =bonus of 50 

2 2 

Time wages, 90 hrs at is 90 o 

Tot il actual cost 95 o 


Fstimated cost, 100 hours at is = loos 

R(nvan In the Rowan system, a worker leceives as bonus 
the same percentage of the value at ordinary late of the time 
taken, as the time sav'ed bears to the time allow'ed So that, if 
llie worker saves, say, 10 per cent of the time allow'ed, he is 
p<ud a bonus of 10 per cent of the ordinary wages earned in 
doing the job Lxpiessed in another way, this means that, as 
the woikei saves one-tenth oi the time allow'ed, he is paid his 
time late plus one-tenth for the hours worked 

As the worker usually eains bonus of different percentages 
during one pay period, it was found unnecessaij, in the Rowan 
system, to use these various inclusive time and bonus lates per 
hour for the diffeient jobs to compute w'ages, or to ascertain 
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labour cost In practical use the bonus hours m this system are 
easily calculated, and when added to the hours worked, all are 
valued at ordinary time rate for wage calculation, or labour cost 
iccounting The formula for determining these bonus hours is 
as follows 

Time taken X time saved 

oi simply. 

Time taken + time saved 

Time taken X time saved 

= bonus houis -which 

time allowed 
at time rate give bonus 
Example — 

90x10 90x10 QOO 

01 == = 9 hrs at IS 

90+10 100 100 = bonus of 

Time wages, 90 hrs at is 

Total actual cost 99 o 

Estimated cost, 100 hrs at is = loos 

Another premium bonus method used in this country giants 
the worker a standard value for each hour saved, say 6d per 
hour, regardless of the numbei of hours he saves This is 
equivalent to awarding the worker a uniform share of the value 
of each hour saved, as in the Halsey-Weii system If the 
woiker’s ordinary time rate was is per houi, a uniform or 
standard bonus of 6d for each hour saved would represent 50 
per cent which is the fixed share awarded as bonus by the 
Halsey-Weir system 

The Halsey Premium bonus, the 40 pei cent Gantt bonus, 
and Emerson efficiency bonus systems are used in America, and 
a brief description of these is as follows 

Halsey — Ihis is similar in principle to the Halsey-Weir, of 
which It was the forerunner, but the Halsey system only allows 
the worker one-third of the saving as bonus, in place of the 
Halsey-Weir bonus of one-half of the saving 
Forty per cent Gantt — In this system a defined task is 
allowed a certain time for completion, and it is only likely to 


s d 

0 o 
90 o 
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be accomplished by the best workers in the time given This 
time allowance, at ordinary time-rate, is virtually a piecework 
price foi the job This is paid with the addition of a maximum 
bonus of 40 per cent of that price, if the job is finished in the 
time allowed or less If the time allowed is exceeded, no bonus 
IS paid, but only a time rate for the houis worked 

Emerson Efficiency System — ^This is similar to the 40 per 
cent Gantt system, but the maximum bonus awarded is only 
20 per cent of the estimated price, if the job is completed in 
the time allowed or less A smaller bonus is earned if the time 
taken to complete the task does not amount to 50 per cent more 
than the time allowed The bonus of 20 per cent is paid if the 
job IS completed in the time allowed, but this bonus decieases 
directly until the time taken exceeds the time allowed by 50 per 
cent when no bonus is awarded 

PREMIUM BONUS METHODS 

1 he desire for payment by results, for a vaiiety of engineering 
and manufacturing jobs and operations occupying seveial days 
or weeks, has biought into use these various premium bonus 
systems, to increase production and reduce cost PiecewoiK 
rates are not suitable for these larger jobs of varied nature, as 
the prices cannot be estimated sufficiently accurately to prevent 
possible serious loss to the employer, through inaccurate rate 
fixing 

The Halsey-Weii, Rowan, and Halsey Premium Bonus sys- 
tems fix their time allowances on the ability of the average 
worker, under ordinary conditions They each guarantee the 
worker his oidinary rate at least for the hours worked, and 
award a premium dependent upon the time saved The premium 
IS awarded in the Rowan system on a distinctly different basis 
from the others, as already explained, and as will be observed 
from the following figures 

nme allowed m hours 100 100 100 100 100 100 100 100 100 

Time taken m hrs 90 80 70 60 60 4.0 30 20 10 

Time saved m hrs 10 20 30 4,0 60 60 70 80 90 

Halsey-Weir — 

Bonus hrs (i of saving) 6 10 16 20 26 30 36 40 46 

Rowan — 

Bonus hrs (% of saving) 9 16 21 24 26 24 21 16 9 

Halsey — 

Bonus hrs (4 of saving) 3^ 6f 10 13^ 16S 20 23i 26f 30 
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HALSE\-\VEIK AND H\L&E\ &\ STEMS 


It Will be observed, from the foregoing hgiiies, that in the 
Halsey-Weir and Halsey systems, the bonus hours iwaided 
increase regularlv with the increase in the time saved \t lo 
hours taken, the bonus hours aie respectively 45 and 30, so that 
the total payment is lespectiveh “>5 and 40 hours for 10 hours 
work This means that the worker would receive, for this job 
m these systems, respectiveh and 4 times his usual wage 

ROWAN SVSTEM 

The foregoing figures show that, in the Row in system, the 
bonus hours regularh increase fiom 9 to 25 and decrease to 9 
In the first e\ample, 9 bonus hours are eained with 90 hours 
worked, giving a total payment of 99 hours for go hours taken 
In the last example 9 bonus hours are earned with 10 houis 
worked, giving a total pavment of 19 houis for 10 hours taken 
Although the bonus hours earned are nine in both examples, 
these are earned very much moie quickly in the 1 ittei instance, 
when the hours taken are onlj 10, so that the woiker’s total 
wage per hour is alwavs increased as the time taken is reduced 
In this latter example, the woikei’s ordinal v hourly rate is 
increased by 90 per cent tor the time taken This is a reason- 
able figuie, compared with the increase to 5J and 4 times the 
ordinary hourh rate, as given by the Halsej-Weir md Ilalsev 
'systems respectively, for the same time taken 

The Rowan system gives the w 01 kei i larger piemium bonus, 
for the reduction he is likely to make on the time allowed, 
namely, up to 50 per cent , or in other words to double output 
The Rowan system also safeguards the employei, as the worker 
cannot possibly earn double his wages, no matter how libeial 
the time allowance has been, or what erroi has been made in 
estimating it This obviates entirely the necessit-j foi lediuing 
the time allow^ance, unless the method of manufactuiing lias 
been entirely alteied It is right to emphasise that this piinciple 
has been rigidly adhered to by the employers using premium 
bonus systems 

GANTT AND EMERSON EFFICIENCY S\ STEMS 
The Gantt bonus and Emerson Efhciencv systems award then 
premium on the attainment of exceptional ability, but this is 
not a sufficiently encouraging basis for the average woiker 
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These systems would probably be suitable only for such as 
cupola or furnace operations ot casting or forging The expen- 
diture for staiting up and maintaining such plant duiing opera- 
tions may be reduced, per unit ot production, if abnormal out- 
puts are obtained during a certain period For such operations, 
\\heie a certain high output or difhcult task has been accom- 
plished, it may prove profitable to adopt a bonus method similar 
to the Gantt and Emeison Ffficienc} bonus sy'^tems 

PIECEWORK PRICES 

It IS possible with automatic machine woik and intense lepe- 
tition, for example, in producing bolts, studs, etc , or the pro- 
duction of stampings, to estimate piecewoik prices which may 
prove as suitable as premium bonus tor payment by results 
This IS only likel}'^ where the opeiation is almost entirely 
machine work, and lepeated many times in one hour or day 
In such cases, the efficiency of the machine is likely to be more 
important than the skill of the workei These conditions peimit 
of the piecework prices being accurately estimated, so that the 
employei will know approximately the worker’s possible earn- 
ings foi good ibility tnd increased output These accurate piece- 
work prices should ensure that the rates will not give double 
the usual earnings or moie, as such abnoimal wages should not 
be expected from any payment by results Employers and 
workei s, in certain trades, h-ave agreed that an inciease of one- 
third over ordinary time wages is a reasonable expectation from 
labour payment by lesults 

PRODUCTION COST 

"With payment by piecewoik puces, the pioduction cost of the 
woik is stationary Any reduction in the manufacturing cost 
cm only be eflected by less oncost being inclined per unit oi 
piece, because of the greater output obtained in the same peiiod 
Increased output fiom machine and hand woikeis usually neces- 
sitates increased oncost foi floor space, machine and hand tool 
maintenance, and general labour for transporting and handling 
production 

The accompanying graphs. Forms 12 to 17, with explanatory 
note on each, show for comparison the lesults of these different 
systems of payment by results, namely, piecework, Flalsey- 
Weir, Rowan, Halsey, 40 per cent Gantt, and Emerson 
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Efficiency systems Each graph sho^\s where the reduction by 
1 oi ^ ot the total labour cost is accomplished, bj the decreased 
time taken for the job 

The saving to the emploaei from premium bonus, compared 
with piecework, will be very evident from these graphs In 
piecework systems, the emplojei undeitakes to pa’v a fixed 
price foi the rvork done, regaidless of the time taken to com- 
plete the job It IS possible for the w'orkei to inciease his wages 
to double or moie, in piecework, Halsej’^-Weii and H ilsey s^ s- 
tems The Rowan graph show's the safetj of this system to the 
employer, in the event of the time allowance being abnoimal, 
as the worker’s bonus must be less than too per cent of the 
w'age cost of the time taken for the w'ork done 

LIKELY DIEFICULTILS 

A system of payment by results, to satisfy the employer and 
the workers, must recompense the employei for my extia ex- 
penditure incurred foi jalant improvement, exLia jig and tool 
supply, extra help and accommodation, etc , necessaiy to 
accomplish the increased output The system must guarantee 
the skilled woiker his trade minimum wage, and also enable the 
semi-skilled oi unskilled workei to earn what is termed a reason- 
able liYing wage In all the foiegoing systems, excejDt piece- 
work, the worker is guaianteed his time rate for the hours 
worked The system should not permit the w'orker to earn 
double oi moie than double his usual or standard eainings, 
exclusive of overtime allowance, etc , but the worker must be 
awaided increased wages for ever-v inciease in output over the 
standard adopted 

BENEFITS or PAYMENT BY RESULTS 
One of the principal benefits of piecework or piemuim bonus, 
compared with other schemes of profit sharing, is that the 
workers receive their extra earnings as soon as they are made, 
that IS on the first paj-day aftei completion of the job This is 
much more satisfactory than asking them to wait until some 
l^ter date for their financial gain Systems of piecework or pre 
mium bonus give immediately the award earned by individual 
or squad efforts, which is much better than bonus on total out- 
put, or on profits of the company w'hich are only known at the 
end of the financial year Another practical benefit, from operat- 



LABOUR PAYMENT BY RESULTS 51 

ing payment by results, is that the efficient collection of data 
necessitates standard labour jobs being clearly defined for 
manufacturing, and especially for repetition work This is to 
ensure uniformity in all leferences to manufacturing operations, 
cost accounting and record books The adoption of standard 
labour jobs prevents waste of time in manufacturing and 
usually shows the necessity of standard cost arrangements for 
all manufacturing, including material, labour and oncost 
Standard cost methods assist considerably in the actual produc- 
tion arrangements and manufacturing efficiency 
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EXAMINATION QUESTIONS 

1 Distinguish between straight piecework and premium bonus 
systems of payments by results Give details of any premium 
bonus system 

2 What are the objections to premium bonus systems of labour 
payment from 

(a) 1 he employers point of view, 

(b) The employees point of view? 

3 What particular advantages are obtained by operating the 
Emmerson efficiency system of labour payment? 

4 What are the general conditions or production circumstances 
which are beneficial for the successful operation of profit sharing 
schemes for employees? 

5 When operators are working on jobs alternating between 
day work, piecework and premium bonus tasks, how would you 
provide for an adequate check on the time recorded? 

Inter , 1 C W A , i9'?S 

6 (a) Describe briefly, the premium, or bonus, plan for the 
remuneration of labour with particular reference to the Halsey 
and Rowan Systems 

(b) Calculate the earnings of a worker under the Rowan sy\ 
tern from the following particulars — 

Hourly rate of wages (guaranteed) is 6d 

Standard time for producing one dosen articles is three 

hours 

Actual time taken by worker to produce twenty dozen articles 
IS 48 hours 


Final, C A Scotland, 1940 
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7 In what jespects does ttraight piecework differ from other 
systems of incentive wage payments? 

IT hat do you consider to be the essential characteristics of any 
particular job or operation for it to be paid for on a straight 
piecework basis'^ 

Inter , 1 C W A , 1940 

h In most industries the Premium Bonus System is an accepted 
method of wage payment Define the bases of calculation em- 
ployed in, 

(a) Plain Premium Bonus System 

(b) The Rowan Premium Bonus System 

(c) The Halsey Premium Bonus System 

(d) The Halsey-Wcir Premium Bonus System 

Inter , I C W A , 1940 

9 Make a comparison of the following methods of remunerat- 
ing labour, showing their respective effects upon production, 
production costs and the expense of operating the wages 
office — 

(a) Day work with output bonus, 

(b) Piece Rates, 

(c) Premium Bonus 

Inter , I C W A , 1944 

10 For a job which can be done in 15 minutes by an average 
worker, illustrate several different methods of payment by 
results and show the cost each for each method when the job is 
done in 10 minutes 

Inter , I C W A , 1943 

1 1 (a) Explain a system of payment of wages 

(t) On the piecework system, 

(ii) On the bonus or premium system 
and state in what way they differ from the time system 

(b) Point out any advantages which are in the bonus system 
Final, C A (Eng ), 1944 

12 Compare the Halsey and Rowan premium bonus systems, 
explaining their similarity and differences 

Inter , I C W d , 1944 
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ONCOST ACCOUNTS 

Oncost may be defined as the expenditure propeil} applicable 
to products oi goods, whethei costed by departmental or job 
method, to cover the propei share of the worhs and selling 
expenses which cannot be allocated direct to the cost of the 
manufactured product Othei names used in place of oncost are 
“burden,” “charges,” “oveihead,” or ‘operating expenses ” 
The expiession oncost is apparently as suitable as any othei, 
and m this countiy is geneially accept ible as quite desciiptive 
of these expenses As previously indicated, these h ive prob ibly 
been named oncost because the allocation of the expenses to the 
piodtiction is usudly based on some portion of the prime cost 
As we will observe latei there is, howevei, anothei method of 
allocating oncost to products oi goods, on the basis of the 
amount oi quantity of production or of goods mei chanted 

WORKS ONCOST 

Works oncost may be considered as the expenses incurred in 
maintaining and operating a manufacturing establishment, and 
usually include packing and delivery expenses, if these cannot 
be accurately accounted as prime cost The axiom foi diffeien- 
tiation between prime cost and oncost is that all expenses pos 
5ible should be charged as prime cost if these can be accounted 
accurately and conveniently Thus delivery expenses for large 
products such as ships, engines, boileis, machinery, etc , can 
be accounted as prime cost of the contract, when this is possible 

SALES ONCOST 

Sales oncost repiesents the expenses inciuiecl in the disposal 
of the product, and might be teimed sales cost It is only on 
very rare occasions that this can be accounted accurately and 
conveniently as prime cost of a particular job or older, and 
consequently all such expenses are usually distiibuted as sales 
oncost It is difficult to account selling expenses as piime cost, 
because the sales organisation is rarely engaged, entirely or in 
clearly defined sections, with the selling of a definite job or 
order 
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ONCOST CLASSIFICATION 

Classification of woiks and sales oncost is also a problem when 
the same administrative staff, consisting of principals, mana- 
gers, cleiks, etc , with the necessiry office accommodation, is 
engaged in the control of manufacturing as well as selling 
Compromise is therefoie inevitable, as it is difficult in such 
cases to make a clear division of these expenses into works and 
sales oncost Industiial establishments, engaged on special pro- 
duction to definite enquiries, have very little selling expense 
comnared Avith manufacturers of domestic oi universal pro- 
ducts These modified sales organisations may only consist of 
an estimating department and publicity section, and the selling 
expenses in such cases are usually regarded for convenience as 
works oncost It is of couise possible in accounting all oncost 
to keep the expense items separately as may be desired, and so 
estimating and publicity expenditure can be indicated by itself 
if this IS warranted 

FIXED AND FLUCTUATING ONCOST 
Oncost mcuired in the maintenance of an establishment, 
whethei for manufacturing or selling, is geneially legarded as 
fixed oncost This consists of rent, insurance, rates, deprecia- 
tion, lighting, heating, watching, cleaning, and such items as 
pioperty repairs which may be necessary although the estab- 
lishment IS idle 01 only partly operated In like mannei fluc- 
tuating oncost IS incurred bj manufacturing, or in operating 
an establishment, and b} the sales organisation in actual hand- 
ling of goods, and this also coveis the business transactions of 
the usual retail merchant Fluctuating works oncost therefore 
largely consists of expenses for using pioperty and assets 
efficiently for manufactuiing This includes pow'ei and con- 
sumable supplies necessary foi production, as w'ell as indiiect 
labour, and the expenses of supervision, wages of foiemen, 
storemen, clerks and other officials 

ONCOST ACCOUNTING 

Efficient accounting of oncost is accomplished by having all 
these expenses properly classified and legularly repoited eithei 
weekly or monthly, so that fluctuations will be leadily indicated 
and opportunity given foi the necessarj'- enquiry Expenses 
mcuired in the fulfilment of guarantees given for material and 



56 PRACT1C-\L COST \CCOUNTS 

woikm-insliip of products manutactuied can ilso be included as 
an oncost item It is not practicable to have job or order cost 
accounts open until the expiry of the guarantee peiiod, which 
may be 6 oi 12 months after completion of the product 

Apart from the oncost expenses already indicated, the fol- 
lowing are specimen fluctuating oncost items — 

Pioperty repairs, which would be increased by opeiating an 
establishment, plant repairs, tools upkeep, and the extra depre 
ciation essential for these when utilised Consumable supplies 
for manufacturing which lirgelv consist of waste and cleaning 
rags, machinery oils, soaps, etc Interest on capital invested m 
property is sometimes suggested as an oncost item, but manj 
companies consider the ownership expenses, for owners’ rates 
and the necessary depreciation, are sufficient in lieu of rent, 
when they own the pioperty Interest on plant -values, if 
accounted as oncost, diffeientiates between the cost of operiting 
machinery, according to capital ralue of the equipment in- 
volved 

Sales oncost, apart from the fixed expenses foi lent, insui- 
ance, rates, etc , largely consists of staff salaiies and travelling 
expenses, catalogues and press advertising, etc Sales organi- 
sations are sometimes very extensive and the selling expense 
may be greater than the pioduction cost Special divisions to 
sales oncost wmuld be necessary in such cases, to obtain infor- 
mation applicable to ceitain selling areas, departments or pro- 
ducts, but generally sales oncost when accounted separately is 
accomplished in one section 

ONCOST JOURNAL 

Works and sales oncost when pioperly classified is readily 
accounted m an oncost journal, generally having one page foi 
each expense item and a line for each month of the financial 
year, with possibly several columns each representing a year 
all in one page This gives an admirable summaiy of oncost as 
incurred, and if desired a remarks column can be added for 
brief explanations when necessary Works oncost, especially for 
departmental or process manufactures, can usually be accounted 
as departmental oncost and general oncost, by the same proce- 
dure as indicated, a particular section or a separate journal 
being used for each department When the oncost for each 
department is ultimately allocated to the production of that 
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department, there is a further allocation for general oncost to 
all manufactures 

DEPARTMENTAL AND CENTRAL ONCOST 
VcLounting of oncost departmentally as well as generally is 
not so practicable oi desirable for large job or order costs, as 
the extra work involved in allocating departmental oncost to 
such manufactures is not waiianted by the information obtained 
This IS especially so where the ultimate product is the work of 
all departments, and may not always be produced in the same 
sequence Audit requirements, for costs of pioducts for national 
contracts, are usually satisfied with accounting by the general 
oncost method only A segregation of fixed oncost to depart- 
ments for the maintenance of pioperty and assets, is readily 
iccomphshed on a reasonable basis The basis is pioperty by 
floor area, and plant and tools by capital values involved, and 
this covers insurance, rates and depreciation as well as lighting 
and heating The fluctuating oncost expenses for power con- 
sumed and property and other repairs as well as consumable 
supplies, can generally be accounted directly to departments 
concerned, or accounted on an agreed basis similar to those 
indicated for fixed oncost 
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FXAMIN VI ION QUESTIONS 

1 Draft a form to show monthly for management purposes, the 
various general oncost or overhead expenses and give some 
headings or titles of these expenses 

2 State briefly the methods you would adopt to obtain a 
monthly schedule of departmental oncost or overhead expenses 

3 During a period of depression, your directors advance the 
argument that fixed expenses will be incurred, whether or not 
the factory is producing, and propose to quote on the basis of 
eliminating these expenses from the cost 

Discuss the position and indicate on what lines you would 
advise the directors to proceed 

Final, It ir A , 1938 

4 State the sources from which you would calculate amounts 
to determine total overheads, and the nature of the expenses you 
would calculate from each source 

Final, I C IT A , 1940 

5 Distinguish between factory overhead and administration 
overhead Give a statement designed to control the latter, and 
indicate on broad lines the allocations you would make to bring 
the various items concerned into your costs 

Inter , I C ]] A , 1940 

6 It Has been contended that exceptional c xpenses falling into 
any one costing period should be charged direct to Profit and 
Loss Account rather than recovered in current overhead charges 
Give your own views on th« principles involved and cite 
examples which will illustrate the mam aspects of the problem 

Final, I C i] A , 1940 

7 Describe steps which will ensure that Expense Accounts wiV 
be constantly built up to provide information for the efficient 
regulation of overhead recovery rates Formulate your answer 
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from the viewpoint of Cost Department routine and mention 
the industry to which your ideas will have particular application 
Final, I C W A , 1940 

8 Explain why it should be considered necessary to use separ 
ate overhead rates for each of several departments rather than 
one general rate for all departments of a factory 

Inter , I C W A , 1943 

9 4 company with branch factories and subsidiary companies 
spends large sums of money on capital expenditure and the 
maintenance of plant and buildings The mam Board of the 
Parent Company meets monthly and wishes to exercise control 
over this expenditure in all factories Outline the system you 
would instal, bearing in mind that occasions arise when urgent 
work (breakdowns, etc ) must be carried out without delay 

Final, I C W A , 1943 

10 In analysing Indirect Wages charged in overheads, you 
find that the following have been included — 

(a) TFa^es on building additions to canteen, 

(b) Wages on repairs to factory structure, 

(c) Wages on repairs to heavy machinery , 

(d) Wages on foundations of new machines specially erected 
for Government contracts 

Comment on these items 

Inter , I S A A , 1944 

1 1 Give your understanding of the following terms — 

(a) Fixed Overheads, 

(b) Variable Overheads, 

(c) Production Unit, 

(d) Manufacturing Overheads, 

(e) Pre-determined expenditure , 

(/) Departmental expenditure , 

(g) Indirect material 

Inter , I C W A , 1944 

12 Ten per cent of a company’s total cost is incurred in a 
large Development and Research division JVhat control should 
be established over this expense^ Discuss how this expense 
should be recovered in computing total production costs 

Final, I C W A , 1945 
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ONCOST VLLOIMENT 

I he allocation, allotment or distribution ot oncost to cost of 
production oi goods, is equally impoitant to the accounting of 
oncost, if accurate total costs are desired L^seful information 
can be obtained from propei oncost accounts, by comparison of 
returns for individual items for definite peiiods, and by com- 
paring! oncost totals with totals of prime cost or laboui costs 
foi the same period If oncost accounts are to function fully and 
properly, the distribution of these accounts to the production 
or goods costs must receive veiy careful consideration, accord 
ing to the nature of the manufactures 

If we search in other spheres foi an analog> to oncost allot- 
ment we may not find a perfect simile, but can certainly obtain 
confiimation of the importance of oncost allocation Although 
theie IS no prime term applied to oncost in accounting, we have 
a useful illustration of the application of oncost if we think of 
the function of steam, one of the chief prune movers, to use a 
mechanical term Steam is not generated to test the s ifety oi 
stop valves of a boiler, or to blow the steam u histle of an engine 
or ship, but is usually applied to move pistons and so operate 
the engine Steering gear in vehicles or ships, to take another 
illustration, is not devised solely for control or turning move- 
ments, but to ensure full use of the complete unit m accom- 
plishing specified journeys or voyages m the minimum time 
Accurate oncost application to costs, in like manner, is essen- 
tial to ensure maximum efficiency in producing and handling 
goods 

ONCOST DISTRIBUTION 

If we review the principal oncost items — rent, lates, insurance, 
depreciation, power, light and heat, property and plant repairs, 
tools upkeep, salaries and wages of so-cilled non-pioducers, we 
observe that generally these aie incuired according to time 
This is the peiiod the establishment is used or the plant is 
utilised in manufacturing Time therefore does seem likely to 
be an equitable basis for the allotment of oncost and so it is, 
because it is the most largely used 

The time basis is generally used for oncost illocation, not 
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only because of its equity, but also on account of the simplicity 
of this method Time can be used in various ways for oncost 
application, but the principle is the same in the diffeient 
methods, namely, that oncost is mcuired in diiect latio to the 
time lequired foi the work done 

LABOUR COST METHOD 

1 he most general basis foi oncost allocation is that of labour 
cost, so that if we account the total oncost for a department or 
complete establishment, the formula would be 

Total Oncost x loo Peicentage of direct 

= laboui cost to be used 

Total direct Laboui Cost foj. oncost 
or ; 62 , 5 oo X loo 

= 125% of direct laboui cost foi oncost 

2,000 

This method does not take account of the different classes of 
labour employed, whether machine 01 hand woikeis, skilled 01 
unskilled, jouineymen or appientices Differences aie not 
observed in this method for machine cost compared with hand 
labour, or foi wage rates of journeymen and apprentices, and 
these differences may be considerable in some industries If 
outdoor labour is employed extensively this oncost rate should 
be accounted separately, as it is likely to be much less than the 
oncost rate foi indoor workeis 

LABOUR HOURS METHOD 

\ similar basis to the foregoing can be used if we know the 
numbei of direct labour hours for a definite period in each 
depaitment, 01 in the whole establishment Having the corre- 
sponding total oncost accounted the formula is 
Total oncost 

— The oncost rate per houi 

Total diiect labour houis foi all diiect labour 
01- ;i2,000 

= IS qd per hour for oncost 

30,000 hours 

The direct laboui hours are usually accounted foi labour cost 
purposes, except when wage payment is by piecework, but this 
additional information can easily be lecorded, and a moie satis- 
factoiy oncost late obtained 

The labour hours method does not differentiate usually 
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between machine and hand woikers where marked variations 
occui ihese difleiences aie not so great between classes ot 
hand labour such as journeymen and ipprentices, skilled and 
unskilled, for as we have already observed time is the principal 
factor in incurring oncost The necessity previouslj mentioned 
toi sepal ate oncost rates toi outdooi workeis, when extensively 
employed, is equally apparent when diiect laboiii hours basis 
IS used, as in the direct laboui cost method 

MACHINE ONCOST 

A.S a development ot the direct labour hours basis for oncost 
allotment, the machine oncost method has been adopted, where 
machinery is extensively used for manufacturing The umt foi 
machine oncost allocation may be a complete department if all 
the machines aie similar, or a batteiy of the same class of 
machines, oi one machine tool only It is essential for accuracy 
to limit the unit to the same kind or class of machine tools \ 
specimen Foim No i 8 is given tor accounting and allotment 
of machine oncost The hourly late of operatois should not be 
included in the machine oncost rate The operator’s rate is 
usually production cost, and different rates may be paid to cei- 
tam operators 

In all cases the method is the same, as an estim ite is made 
of the working hours for a definite period The corresponding 
oncost expenses are segregated according to floor space for rent, 
rates, lighting, heating, etc , and for insurance, depreciation, 
repairs, tools, upkeep, and superintendence, accoiding to value 
of plant employed 
The formula is 

Total oncost of Unit oi Machines 

— = Oncost rate per hour 

Estimated Opeiating IIouis 

01 — 1,000 

= 2S pel hour for oncost 

10,000 hours 

When the actual operating hours differ from those estimated 
the oncost may be under or over-absorbed, but this only affects 
cost accounts without disturbing the financial accounts, and 
variations can be shown on the machine oncost recoids 
The machine oncost tate is the most accurate for machine 
work A Similar method can be adopted for all or different 
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classes of hand workers, but considerable preparatory work is 
always necessary for this method Machine oncost rates are 
principally used on mass production, and not generally utilised 
for laige job or order products for special contracts, which 
entail the work of the whole establishment m proper sequence 

PRIME COST METHOD 

Oncost allotment to production in industrial establishments 
was oiiginally principally on the basis of prime cost This is 
analogous to the method of the ordinarj- retail merchant, who 
endeavours to recovei oncost by a percentage on purchase prices 
or cost Merchants have no labour cost except perhaps foi pack- 
ing and despatch, which is leally oncost, and so a suitable 
oncost formula in such cases is 

Total oncost x 100 Percentage to be 

added to purchase 

Total cost of Goods Factoied p„ces tor oncost 
such as 

i£,75o X ioo 

= 15% for oncost 

;^5,ooo 

The prime cost basis for industrial establishments is similar, 
thus — 

Total Oncost x 100 Percentage to be 

= added to prime 

Prime cost of Total Production cost for oncost 

or — 

;^i,5oo X too 

^ 5 ~ooo — ~ piime cost foi oncost 

This method while satisfactory for retail merchants has 
serious defects when applied to manufactures If the complete 
unit, such as buildings, ships, engines, locomotives, tramcars, 
motoi vehicles, includes finished fittings or parts purchased 
ready foi assembling by the principal contractor, practically 
no workmanship will be expended on these except for fitting 
In the prime cost method these incur oncost according to their 
purchase value This defect is also observed in the prime cost 
method if two items of like nature are compared, whicK consist 
of materials entirely different in value A ship’s propeller of 
bronze will cost approximately five times that of a cast-iron 
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propeller for the same Aessel, and the laboui cost foi machining 
and htting either of them will be practicallj the same Because 
of Its value the bronze propeller will incur about five times the 
oncost allotted to a cast-iion propeller, in this prime cost method 
of oncost allocation 

PROUUCllON METHOD 

Certain expenses incidental to casting and forging of metals, 
if regarded as oncost can be consistently related to the weight 
or qumtity pioduced, rather than to the direct labour tor pro- 
duction Such minor casting oi forging expenses as rumbling, 
pickling, annealing and plating which are processes foi dress- 
ing and finishing, can be allotted on a weight oi quantity basis 
Similar prime cost or oncost expenses for sawing, drying, stoi- 
age and wastage of timber, as well as coating operations in 
paper-making, can be allotted on the basis of quantit> pro- 
duced This method is also adopted sometimes for consumable 
supplies, such as cutting compounds oi lubricants in mass 
machine pioduction When such labour payment is by piece- 
work, the workers in some cases are chaiged with these sup- 
plies, the cost of these being accounted in the piecewoik puce 
for manufacturing As the woiker has to pay according to con- 
sumption, he has naturally everj inducement to economise 
Specimen Forms 19 and 20 show the yearly accounting of 
oncost, general and departmental, tor convenient comparison 
yearly Oncost allotment is given on laboui cost and also on 
output 

ONCOST PERIODS 

Oncost allotment in cost accounting necessitates niucli more 
approximation than iS necessaiy in accounting piime cost of 
mateiials and labour, but if done consistently the results from 
successive peiiods enable improvements to be made in oncost 
allocation Geneially these appioximations have to be based on 
pievious monthly, quaiterly 01 yearly periods ^_llowance has 
to be made for the fixed oncost, which will be incurred iiiespec 
tive of production, and for the variation in fluctuating oncost 
likely to occur, according to the expected late of pioduction 
Accountancy ability has a fine field in this respect in industrial 
establishments, and the moie care and trouble theie is exeicised 
in the exploration of it, the greater will be the accuiacy of the 
resulting costs obtained for the manufactures produced 
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EXAMINE! ION QUESTIONS 

1 Why IS direct labour hours for manufacturing a more logical 
basis of applying oncost or overhead expenses to production 
than direct labour cost? 

2 State briefly the various methods of applying oncost or over- 
head expenses to prime cost or part thereof 

3 To what extent do you consider it is necessary to account for 
piece-worker’s time on individual jobs? 

Give reasons for your answer 

Inter , I C W A , 1937 

4 What method would you introduce into your works to assist 
in controlling indirect labour? Prepare chart showing how you 
would report from month to month the measure of control 

Inter , I C W A , 1937 

5 Explain why it is normally inadvisable to include machine 
operator’s wages m the machine hour rate used for overhead 
expenses recovered Make your meaning clear with calculated 
examples 

Inter , I C W A , 1938 

6 Draft a report to the directors of a manufacturing concern 
wherein the method of applying overheads is by means of a 
percentage rate on direct labour Outline the disadvantages of 
this method and indicate your recommendations for complete 
revision 

Inter , I C W A , 1938 

7 Discuss the general question of recovering of overheads, 
where the output, owing to war conditions, has been greatly 
reduced 


Final, ICW A, 1940 
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8 Prepare a eomplete statement for arriving at a machine hour 
rate How is this affected by subsequent periods of “Idle or 
H lilting Tune 

Final, / 6 IT 1 , 1940 

9 Administrative overheads had formerly been reeovired as 
a percentage of the total materials, labour and expenses Due to 
restricted supplies, the Government issued as a free issue part 
of the materials required to meet a contraet TT hat method of 
recovery would you now use? 

Assume that the value of the free issue is considerable Set out 
a statement shovnng the relation of the present to the former 
method 

Final, I C TT^ A , 1941 

10 II here the maximum mechanical equipment is used for the 
cheapest labour and the minimum for the dearest labour, in 
both instances to produce the same result, detail how you would 
absorb overheads for each class of labour 

Inter , I C W 4 , 1943 

11 1 number of machines of the same function and eapacitv 
svere installed at different dates extending over a period of years 
How would this factor affect the preparation of machine rates? 
Discuss whether a high rate of overhead is an indication of 
inefficiency 

Inter , 1 C W A , 1943 

12 The treatment of overheads in the Cost ieeounts involves 
collection to determine the (Extent of expenses and the absorp- 
tion for the purpose of determining production costs Describe 
the principles you would apply for 

(a) The collection of overheads , 

(b) The absorption of overheads 

Inter , I C W A , 1944 

13 With examples, show how the measure of production efli- 
ciency can be obscured by inappropriate methods of overhead 
expense allocation 

Final, I C W A , 1944 
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14 In a shop where the only practicable method of applying 
overheads is by means of a percentage on labour, it is found 
that the same job mav be done bv workers paid at very different 
rates Comment on this and suggest a method to overcome if 
without the introduction of an hourly rate 

Final, 1 C ll A , 1944 

15 I he management of a certain factory desires, for the sake 
of simplicity and economy, to retain the system of recovering 
overhead expenses by applying a percentage to direct labour 
cost, but is aware of the risks of tnaccuraev TT hat proposal 
would you make to comply with the wishes of the management 
and yet afford more accurate results''-* 'W hat factors govern the 
practicability of the proposal? 

Inter , I C W A , 1945 
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INDUSTRIAL COSTS 

An eminent accountant, who held a national position as Con 
troller of Factoiy Audit and Costs, has put on retold that, “a 
costing system could not be formulated unless the accountant 
knows something about works oiganisation and that was one 
thing accountants’ education failed to do ” This can be supple- 
mented by what it implies, that not only is a knowledge of 
works organisation essential for accurate costing,i but also a 
complete knowledge of the product obtained and the method 
of production This applies paiticulaily where the cost concerns 
buildings, budges, motor vehicles or othei technical units The 
accountant is not then in a position to obtain accurate costs oi 
take the responsibility of this work, unless he has a thorough 
knowledge of the quantity, nature and function of all the propei 
paits of the complete article or job, and is thoroughly familiar 
with the process of manufacture 

WOOD PACKING BOXES 

This technical! knowledge is soon acquired when the product 
consists of only a few parts of one or two kinds of material, the 
output in such cases usually being obtained by what is teimed 
“mass production ’’ A typical example is the production of 
wood packing boxes The parts consist of two sides, two tops 
and bottoms, two ends, fitting sticks and packing sticks, all of 
white pine, and with the necessaiy nails and 27 wiie gauge 
hoop for binding All these supplies are taken from manufac- 
turer’s stock at the factory The price values of these issues have 
been considered in stock material accounting The quantities 
of wood required foi each part being known for the diffeient 
sizes of box, as the output of parts or boxes is reported, llie 
material used can be readily calculated and valued for cost pur- 
poses This also applies to the nails and hoop required 

MARINE BOILERS 

If we take another illustration such as the production of marine 
boilers, we find that although not a complex technical unit the cost 
accounting of these, whethei single or in numbers, lequires caie- 



:ndustrial costs 


69 

fill arrangement and rigid application of the principles adopted 

After consideration of the attached cost sheet from actual cost 
book, Form 21, and cost and estimate comparison, Form 22, 
the arrangement will be clear to anyone having ordinary know- 
ledge of boilers and their production The sectional arrange 
ment is quite distinctive (i) “boilers” is for the bare boilers 
(2) “smoke box and funnel” is the supei-stiucture for draught 
and escape of smoke (3) “boiler fittings and mountings” is 
for the inside fittings, and mountings mostly outside the boiler 
which are principally for water and steam supply (4) “sun- 
dries” IS foi delivery charges and incidental expenses The 
abstract is a summaiy of the cost sections to obtain cost of com- 
plete boiler 

The principal materials for production of boilers are specified 
by design office from approved diawings, and made to special 
specification for each order These material requisitions are used 
by the buyer or purchase department, as already explained, to 
obtain these special materials for each order, which are charged 
direct to each cost account from suppliers’ invoices As a dis- 
tinctive feature between plates foi boilers and plates foi smoke 
box and funnel, it can be emphasised that those for boilers are 
very much thicker as they have to stand the specified steam 
pressure Before being used such plates are passed by the sur- 
aeyors to whose inspection the boilers are made, either Board 
of Trade, Lloyd’s Register, British Corporation, or a similai 
concern As the plates for smoke box and funnel are light and 
not surveyed they can be supplied from boiler-makers’ own 
stock, and this procedure can also be adopted for other materials, 
which are not subject to survey 

LABOUR AND ONCOST 

Accounting of labour and oncost, to the fore-mentioned ex- 
amples of costs and otheis of piocess 01 job costs, will be ex- 
plained in due course The object meantime is to show how, in 
the final arrangement of technical costs, all items are accounted 
in their proper place for greatest usefulness on all occasions and 
final cost purposes 

DCPARTMFNTAL OR PROCESS COSTS 
Although definite nomenclature has been considered for cost 
expressions and terms by the Institute of Costs and Works 
Accountants, the general use of some of these in many trades 
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has appaienth gl^en them permanent importance For all piac- 
tical purposes cost accounts may be chssified into either of two 
methods, one of these being deputmental oi process method, 
w'hich IS sometimes referred to as compaiative cost, machine 
cost, multiple cost, opeiatite cost oi pioduct method Depait- 
mental oi piocess moie corieeth explains the scope of this 
method as the basis of cost is usutUv a particul ir dep irtment 
oi certain departments, and the m inutactuies produced aie fie 
quently the result of definite operations or processes Specimen 
Form 23 IS shown foi costs involving more than one process 
These piocesses of manufactuie may occupy some time and 
also follow each other m definite sequence, and a detailed cost 
can frequently be obtained of the different stages of production 
Departmental or piocess methods are generally applicable w'hen 
manufactuiing is continuous for regtilai peiiods of time, so 
that the units piodiiccd lose their identit\ incl become put of 
the total production 1 heie aie nianv industiies death coteied 
b> this definition, and although the\ mat not be stiictly called 
manufacturing trades, the mining and quanting of mineials 
clay, sand and stone are industiies tvheie costs can be obtained 
by this method Generally the manufacture of foodstuffs, floui 
milling, bakery products and clothing, as w^ell as confectioneiv 
and tobacco trades, illustrate the use of depaitmental and pio- 
cess cost, and so also do papei mills, calico punt works, thiead 
makers, linoleum and carpet factories paint and varnish works, 
rope works, chemical manufacturers, dveis, tanners, and some 
times also wood box makers and furniture factories In these 
industries production is likely to be continuous and largely 
repetition, although classes and giades of pioducts will vary, 
but the resulting output is largely the outcome of mass produc- 
tion The cost per unit is obtained by dividing the total cost foi 
the period by the units produced in that time Pig-iron makers 
and otheis pioducing metal ingots, steel woiks piodiicing 
blooms, ingots, plates and bars, foundiies on lepetition A^nlk 
metal 1 oiling mills md tube w'Oiks, ate all industiies w'heie 
departmental 01 piocess costs may be operated It ma^ be that 
in the case of foundries, 1 oiling mills and tube works, another 
method of accounting by job 01 order will be pieferable bu 
this depends largeh on the particular product being obtained 
A hard and fast lule cannot ahvays be stated for some indus- 
tries in cost accounting, as the nature of the product must 
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always receive due consideration, and the quantities, si7es and 
classification of manufactuies vary m the same trades 

JOB OR ORDER COSIS 

Job or order costs comprise the other method of cost accounting 
foi manufacturing trades and this is sometimes known as con- 
tract cost, single oi unit cost, special order or terminal cost 
It IS quite clearly described as the job or oidei method, because 
the job or order or contract for the work is the definite basis for 
accounting cost This means that the product is foi specific oi 
special requirements, and is frequently covered by a paiticular 
specification as well as a signed contract Accurate and prompt 
cost accounting of such manufactures, necessitates complete 
technical knowledge of the piodiict as covered by the specifi 
cation, to ensure that all important cost details can be verified 
during production and on completion of the -work 

Constructional woik, whether buildings, budges, wharfs oi 
docks, as wmll as shipbuilding, engineering, boiler-making, pro- 
duction of locomotives, motor vehicles, rolling stock, electrical 
plant, machine tools and other products of metal, also wood 
woiking and other industries, are instances where job or order 
(osts are required It inaj be thought that the modern piactice 
of building houses, with a substitute of steel or composition for 
stone, suggests lather a piocess of construction, but the piocess 
if so called is confined to the preparation of the mateiials and 
not to the actual operation of building If desired, the cost of 
steel, ferro-concrete or othei substitute can be accounted b} 
process method, but these would then become materials oi sup- 
plies foi the ultimate construction, which is essentially accounted 
by job oi ordei costs The suggestion for practical cost account 
sections for buildings would include such as masoniy and stone 
w'Oik, divided into foundations and walls, steel stiuctural 
work, joiner work with divisions for floors, wnndows, doors and 
I oofs, plaster work, electiical woik, plumber work, etc Cost 
sections on similar lines have been used foi a long time in other 
industries, such as shipbuilding, engineering, etc In some of 
these tiades producing standard manufactures and having accu 
rate cost of such repetition jobs, costs of sundry stores and sup- 
plies for definite jobs are accounted from the particulars pre- 
viously obtained, by an aveiage percentage on prime cost, w'lth 
out loss of efficiency 
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EXAMINATION QUESTIONS 

1 What are the advantages of uniform methods of costing as 
applied to a specified industry^ 

What initial interest and organisation art necessary to develop 
a uniform system of costing in that industry ? 

Final, I C W A , 1935 

2 Discuss process cost and specific order systems, and shou 
the principal differences between and similarities in the two 
types of systems, stating the reasons for such differences and 
similarities 

Inter , I C W A , 1937 

3 Do you consider, for purposes of cost accounting, that it is 
essential in all cases to keep detailed records of each individual 
lot of every product? Illustrate your answer by giving examples 
of whether you think this should or should not be done 

Final, I C W A , 1937 

4 Indicate the various methods of ascertaining costs, and out- 
line the particular factors which determine the method most 
suitable for any industry 

Inter , I C W A , 1940 

5 You have been instructed to investigate the cost figures of a 
concern carrying out a contract on a 10 per cent profit basis 
Describe the lines ufon which you would proceed and outline 
the main points upon which you would expect difficulties 

Final, I C W A , 1940 

6 In the course of manufacturing sheet metal aircraft compo- 
nents, an engineering company on M A P sub-contract work 
accumulates quantities of scrap and defective work Outline a 
system of accounting control, bearing in mind that the materials 
used are of free issue from the mam contractors, but are to be 
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credited with the sum realised for such scrap and defective work 
Indicate how the loss on scrap and defective work should be 
shown in the cost accounts 

Inter , I S A A , 1944 

7 Name and define the four principal systems of costing De- 
scribe the types of business to which each would apply 

Inter , I S A A , 1944 

8 The Managing Director of a small manufacturing concern 
consults you as to the minimum price at which he can sell \he 
output of one of the departments of the company, which it is 
intended to mass produce in future The company’s records 
show the following particulars for this department for the past 
year 


Production Sales 

100 Units 

M atcrials 

6,500 

Direct Labour 

1.500 

Direct Charges 

500 

Works Oncost 

3.500 

Office Oncost 

1.400 

Selling Oncost 

1,600 

Profit 

2,500 

;^I9.500 


You ascertain that 40% works oncost fluctuates directly with 
production and that 70% of the selling oncost fluctuates with 
sales It IS anticipated that the department will produce 500 
units per annum, and that direct labour charges per unit will 
be reduced by 20%, while fixed oncost charges will increase by 
;^i,5oo Office oncost and fixed selling oncost charges are ex- 
pected to show an increase of 25%, hut otherwise no changes 
are anticipated Prepare a statement for submission to your 
client 

Final, C A (Scotland), 1944 

9 Into what “types” are costing systems usually grouped? 
State the nature of the undertakings to which each type is most 
suitable, with two examples of each 


Inter , C A (Eng ), 1945 
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DEPA.R1MLNT VL OR PROCESS COS IS 

Departmental oi process cost 'iccounts maj be generally likened 
to manufacturing oi Hading iccounts foi certain depirtments 
or processes dining definite periods, with the additional inform- 
ation accounted of the total output for that peiiod Although 
production ma^ be measured in stindard units there is much 
desirable and valuable infoimation that c innot be obtained fiom 
the most extensively detailed tiading account It is a fuither 
evident weakness, in any cost aiiangeinent, that necessitates 
waiting for cost particulars until the expiiy of the usual tiading 
period Unless theie is information supplemenlaiy to the usual 
tiading account, the effect of puces paid foi purchased materia) 
or supplies cannot be determined on cuirent costs, and this is 
a much more impoitant factoi in production costs than some 
accountants lealise It is only possible to obtain from the usual 
trading account the total figuie pei unit produced for cliiecl 
labour or indirect laboui, so that the direct labour cost by trade 
classification or part operation is not available in this w'ay 
Indirect expenses or oncost can only be allocated to pioduction, 
from a tiading account, by the diiect laboui cost basis or on 
the units produced, but the diiect labour hours basis may^ be the 
most equitable 


COSTS IN riNSNCE ACCOUNTS 

The use of the ordinaiyr profit and loss account to obtain the 
total cost of pioduction, can only be accomplished by allocating 
general oncost to pioduction either on the diiect laboui basis 
or by production units Thesei gener il oncost items, like the 
departmental oncost items in the trading account, mav be allo- 
cated sepaiatel)^ on eithei of the bases mentioned, od can hr 
allocated in total as general oncost Direct laboui houis ue 
usuallv the most equitable basis for oncost allocation of manu 
factunng cost and this cannot be accomplished from the usual 
trading account oi profit and loss account without supplement- 
ary information The use of the ordinary balance sheet foi cost 
accounting is practically confined to determining the values of 
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pioperty and assets and liquid capital used, or which may be 
necessaiy, for most economical manufacturing 

'Vpart from the limited usefulness and lack of detailed cost 
infoimation obtained fiom these usual commercial accounts, a 
fairly accurate gross cost per unit of pioduction can be obtained 
in this way, for a simple manufacture This result may be pos- 
sible when the product consists of one class of material or a 
small variety of mateiials and is manufactured in one size, with 
the employment of only a few classes of direct oi productive 
laboui Departmental oi general oncost allocation from the com 
mercial accounts, by the direct labour cost basis or on the units 
produced, being the only methods theie possible may be fairly 
satisfactory in such instances These conditions can only oper- 
ate foi departmental or piocess costs 

PROCESS COST SECTIONS 

1 he cost details necessaiy for depaitmental or process methods 
aie usually much less in number than those required for job m 
oidei costs, but the number and nature of the details necessary 
is entirely detei mined by the manufactures pioduced For the 
pioduction of wood boxes oi packing cases, process costs for 
material and labour would be summarised on the basis of prin- 
cipal constituents of the article produced Material and labour 
cost would thus be obtained for the production of the paits, say 
— two sides, two tops and bottoms, two ends, fitting sticks, 
packing sticks, nails and hoops Depaitmental or process costs 
for foundries would be for castings of the same material and 
metal would be debited as produced by the cupolas or furnaces, 
the proceduie being similar for ferrous and non-fenous pro- 
ducts The direct laboui cost foi they actual castings can be 
readily obtained, if classified, for example, as pattern making 
moulding, tiimmmg, grinding, machining and labouiing 

ESTIMATED COSTS 

'Vpnrt fiom the actual cost accounting of manufactures, theie 
are modified cost methods which have been used without com 
pletely detailed accounting, especially for departmental or pro- 
cess costs One of these is the estimate cost method, and is suit- 
able foi simple manufactures wheie the cost elements of material, 
laboui and oncost, can be estimated for the complete unit The 
material stock and woik in piogress at the beginning and end 
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of the trading period, as well as the units produced during the 
period, are all valued for these elements on that estim ited cost 
basis This valuation is only for cost accounting Material, 
labour and oncost is debited as incuned, during the peiiod, i e 
as charged by suppliers’ invoices, labour cost and oncost debits 
Diffeiences are observed by comparisons of costs and estimates 
foi each element and entail a revision of the cost estimates For 
simple manufactures useful cost information is obtained in this 
way, without all the work entailed for complete detailed cost 
accounting, as will be observed from Form 24 \ departmental 
annual balance is shown for this estimate cost method, as per 
Form 25 


STANDARD COSTS 

Another method has been used for department il or process costs 
when it was not considered advisable to inform manufacturing 
departments of the actual purchase prices foi mateiials and 
supplies In order to show total costs, these supplies are debited 
to departments at fixed or standard prices 1 his confines the 
manufacturing efficiency to labour economy in production, 
which is reasonable, as production departments are not respon- 
sible for purchasing efficiency Actual costs for the production 
obtained in this manner, can be obtained at any time in the 
responsible cost department, where current material purchase 
prices are always available 

Form 26 gives annual balances summarised for several depart- 
ments, where output is credited at pioduction cost 
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EXAMIN^IION QUESTIONS 

1 prepare in schedule form a process cost summary, including 
direct material, direct labour and oncost, and involving the pro 
duction of two consecutive departments 

2 In devising a cost system what is the object of basing the 
system on definite operations or processes? 

3 Desciibe what is known a«s the Estimate Cost System State 
the advantages and difficulties of this method 

4 What IS Process Cost? Name three industries in which it is 
used and describe the system as practised in one such industry 

Inter , I C W A , 1935 

5 State as concisely as possible why it is advisable to audit, or 
examine, at periodic intervals the cost system of an organisation 

Final, I C W A , 1937 

6 In support of the claim that, foi the effective interpretation 
of costs, comparisons must be made with some measuring stand- 
ard, state some standards which could be used and the prin- 
ciples contained in each 

Final, I C W A , 1940 

7 Discuss the problem involved in the costing of pioducts 
made by processes which also produce a large number of by- 
products 

Final, I CW A , 1941 

8 Discuss the valuation of by-products, and the effect of the 
method of valuation on the cost of the main products from 
which they are derived 


Inter , 1 C W A , 1945 
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g Prepare a <;pecinien coa/ '>heit far an indiistrv of your own 
ihoice, employing process lostmg and produting bv-product\ 
in addition io the mam product 

Pinal, Z 6 TI d , 1^45 

IO i o%i are a!,hed io value work-in-progres'i at the end of a 
fmaneial year Over the period of the year, direct ^uages have 
risen, causing the overhead penenlage io fall considerably, 
althoiigh overheads iheniselves hace increased slighily over the 
year In the first month of the year, the ratio of overhead to 
labour cost was 175%, and this was gradually reduced to a 
pgiire of 135% during the last month How should worh-in- 
prugress be valued'^ Discuss this problem, bearing in mind that 
the overall production tune of the finished products is 25 weeks 
Final, I C W A , 194 “5 
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JOB OR ORDER COSTS 

It in industrial tstablishinent is pioducing manufactures en- 
tiiel-y to dehnite jobs, ordeis or contricts, it is advisable, when 
installing cost accounts for these, to adopt a method foi the 
accounting which will be equally applicable for all the m inu- 
tactures This necessitates a very careful survey of the tiade and 
general requnements of all these manufactures for production 
purposes, as well as for cost accounts If a general method for 
cost accounting such pioducts is applicable and can be rigidly 
adapted, attention can then be given to the essential cost details 
required for coirectly accounting each particular manufacture 
\n advantage is obtained by the adoption of a uniform 
method of cost iccounting in one establishment producing 
various maniifactuies It is not only likely to be more quickly 
installed and concctly operated, but it will piobably continue 
to be more efficient, than if different methods of cost accounting 
vere used for different manufactures The size of the average 
modern industrial establishment and the amount of production 
obtained therefrom, does not usually permit the cost accountani 
to actually do all the detailed accounting 

HNUORM METHOD 

If a uniform method of cost accounting is applicable in one 
establishment, all the detailed accounting of the material, labour 
and oncost by the assistants lequired, as well as the necessary 
ictounting assistance from other depaitments, is likely to be 
accomplished more satisfactorily The cost accountant does not 
control the technical department in specifying the material re- 
quirements, or the buyer in purchasing supplies, oi the cashiei 
in settling suppliers’ accounts and paying the workers’ wages 
For the efficient working of his department, he has to ensuie 
that in the general scheme of these depaitments full and proper 
provision is made for the cost accounting requirements 

There are other advantages to be obtained from a uniform 
method of cost finding in one establishment, where this is sup- 
plementing other imperfect methods which may have been m 
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operation pieviously Such alteiations and education of assist- 
ants already mentioned have to be accomplished gradually, and 
are likely to be moie quickly and coriectly eflected if only one 
new method is being introduced instead of seveial For the in- 
stallation of a new cost method, it is advisable to concentrate 
on the accounting of one cost element at one time, say, direct 
mateiials, or maybe direct purchased materials, then direct stock 
materials Afterwards direct labour, oncost accounting, and 
oncost apportionment, and total costs, can be considered and 
finally all the cost accounting may be expedited to secure results 
promptly 


MARINE ENGINES AND BOILERS 

The production of manne engines and boilers provides an 
opportunity for considering a uniform cost method foi account- 
ing costs of the complete unit These are foi different classes 
and sizes of ships, and to definite jobs, orders or contracts A 
geneial survey of such production will readily suggest the 
natural division of the products into machinery and boilers, as 
being of an entiiely different nature, they are pioduced in dif- 
ferent depaitments Further consideration of these main divi- 
sions will suggest the necessary cost sections, which are essen- 
tial in each for accurate accounting of prime cost mateiials and 
labour Cost sections have also to be provided for accounting 
installation cost, as contracts for engines and boilers usually 
cover the fitting of these on board ship, and the working of 
them during the trial trip, for the complete fulfilment of the 
contract 

Cost divisions and sections used foi such manufactures aie 
as follows — 

Machinery 

(1) Main engines 

(2) Propeller and shafting 

(3) Engine-room gratings, ladders and platforms 

(4) Mountings and fittings for mam engines 

(5) Sundry expenses 

(6) Auxiliaries, including special fittings 

(7) Pipes and connections 

(8) Winches 

(g) Extra spare gear 
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(10) Patterns and drawings 

(11) Wages fitting machinery on board 
Boilers 

(12) Forced diaught 

(13) Main boilers 

(14) Smoke box and funnel 

(15) Main boiler fittings 

(16) Main boilei mountings 

(17) Stokehole gratings, laddeis ind platforms 

(18) Sundry expenses 

(19) Donkey boiler complete 

(20) Wages fitting boilers on board 

Each cost section includes the principal items required for 
the manufacture and completion of that particular section of the 
pioduct The determination of standard cost sections and section 
items of technical manufactures, requires full knowledge of the 
pioduct and the cost requirements, as these aie the actual head- 
ings in the cost books for accounting mateiial and labour costs, 
as shown by Foims 21 and 22 Specimens of these items which 
comprise section i — mam engines, are as follows — 

Iron castings, brass castings, gunmetal castings, steel cast- 
ings, piston rods, connecting rods, crank shaft, white metal, 
smithy forgings, and sundries 

Similarly all the vaiious sections include the detailed items 
necessary foi accurate cost accounting, and their corresponding 
headings in the actual cost books For accounting and estimat- 
ing requiiements, as well as for ensuring the highest efficiency, 
It is essential in the cost books to account separately the prin 
cipal entiles which comprise each item of each section, and 
show from where these entries emanated. Form 21 Specimen 
entries for item i — non casting, of section i — Main engines, 
are as follows 

Cylinders, sole plates, columns, condenser, pistons, slide 
valves, air and feed pumps, eccentric pulleys and straps 
Similar entries are made in the actual cost books under the 
various section items, and the source may be either suppliers’ 
invoices, as m the aforementioned, or stock material debits for 
iron, steel, wood, smith’s forgings 01 general stores issues 
Direct labour costs are entered from labour cost record or labour 
cost book. Form 10, and oncost from oncost journal or oncost 
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allocation account For each job, order or contract, the cost 
books have the necessary detailed entries to each item of each 
section These are available for proper verification before com- 
pletion of final costs, and for ultimate reference at any time, 
including full particulars of the source of entry 

TECHNICAL COSTS 

For all classes of technical manufactuies, a general principle can 
be indicated for the deciding of the separate detailed entries 
necessary for accurate cost accounting The impoitance and 
value of these details, in relation to a complete section of the 
complete product, is the outstanding factor which determiiles 
the relative importance of these The correct selection of these 
IS pi oof of the technical knowledge of the cost accountant This 
also applies to the selection of the mam cost divisions and sec- 
tions, as) all the technical details of each product have to be 
carefully studied to obtain the best arrangement foi the neces- 
saiy cost accounts 

The foregoing arrangements have referred only to the cost 
accounting of these complete units, i e sets of engines and 
boilers, but naturally makers of these frequently receive orders 
for only part of this complete equipment These part oiders 
might be for engines only, or boilers only, when the lemainder 
of the complete unit is obtained elsewhere Orders are also re- 
ceived for replacement parts of engines and boilers, and also 
for repair work to such equipment These orders are sometimes 
classified as special orders or jobbings, to distinguish them from 
orders for complete units Minor parts for complete units are 
sometimes made for stock as convenient, by makers of these 
complete units, such as pumps and special cocks and valves for 
engines and boilers, and these are usually termed stock orders 

CXlbT ACCOUNTS 

Orders for complete units, i e engines and boilers, are gener- 
ally known as contracts orders for boileis only as boiler orders 
These and special orders or jobbings, and also stock oiders, 
are all numbered numerically m their classification, and known 
thereafter by their number in the cost and other accounting 
books The arrangement in the cost books for each particular 
order includes only the necessary headings foi that particular 
equipment, guidance for these headings being obtained from 
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the actual specification) for the work to be done Special cost 
books aie usually used for each class of orders, and the ruling 
of these books may differ, but the method of accounting 
mateiial, labour and oncost, is uniform foi all classes All costs 
can be quickly and accurately accounted and be obtained with 
the same promptitude As indicated such accounting airange- 
ments aie uniform and equally applicable to all manufacturing 
departments including diawing office, pattern shop, foundries, 
machine shops, fitting and finishing shops, smithy and boiler 
works This applies for all contiacts, jobs and definite orders, 
as the same cost sections and details as may be requiied are 
used thioughout 

Ihe foregoing airangements are applicable to other indus- 
tries where costs are accounted by job or order method They 
aie also suitable for cost accounts of new buildings and plant, 
which is accomplished with similar but separate cost books 
Costs of new buildings and plant, as well as the corresponding 
repair accounts are also obtained by job oi order method, as 
the work done is of special nature and definite job costs can 
therefoie be obtained Cost accounts of new buildings and plant 
are known as such and numbered numerically, but the corre- 
sponding repair cost accounts may be collective yearly, or num- 
bered numerically when large lepairs justify this special 
arrangement 
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EXAMINATION QUESIIONS 

1 Explain a method of classifying and summarising material 
costs, according to technical requirements of jobs or orders, and 
under material headings 

2 Prepare a cost schedule for an engineering product until 
comparison of estimated cost, and including details of direct 
material, direct labour and oncost 

3 What defects are usually found in the arrangement and 
assembly of costs ^ What remedies would you suggest? 

Final, I C W A , 1934 

4 Set out a final form of costs for large manufacturing units 
and show how you would arrange for providing sufficient detail 
io enable quotations to be given subsequently for replacements 
or spare parts 

Final, I C W A , 1935 

5 How would you decide whether a cost system was “top 
heavy’’ or over-elaborate? What principles should be observed 
in correcting this failing ? 

Final, I C W A , 1938 

6 Prepare as completely as possible a statement showing the 
final form of job or terminal cost For what purposes, other than 
ascertaining the actual cost of the work, can the figures be 
utilised, and how does this affect the form in which the informa- 
tion is presented? 

Final, I C W A , 1940 

7 A small motor engineering firm keeps complete cost records, 
charging the employees time from time cards to appropriate job 
cards Materials used are similarly charged from stores requisi- 
tions presented to the storekeeper The rates charged for time 
are those fixed by the trades association, according to the grade 



EXAMINATION QUESTIONS 85 

of employees concerned and arc intended to allow for oncost and 
profit Materials used are charged to jobs at fixed retail prices 
which are 30% above wholesale prices During the year ended 
2ist July, 1943, the pnancial books show that materials used, 
after adjusting for stock, amounted to ^2,000 and wages to 
/,7,ooo, whilst the profit for the year amounts to £220 Your 
client is dissatisfied with the results shown and asks you to 
briefly state your observations and how the results can be 
checked Write a letter to him in response to his request 

Final, C A (Scotland), 1943 

8 Set out a form of cost statement for an iron foundry turning 
out large castings of a fairly uniform character Assume that 
the labour cost can be charged to each casting but that the 
quality of the iron varies considerably 

Final, I C W A , 1944 
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PRACTICAL COST ACCOUNTS 

Large manufactuiing establishments are chiefly conceined, from 
the accountancy point of view, with the production costs of 
their manufactures as these are the basis on which estimates tor 
work are made and selling puces ananged The necessaiy cost 
information will ensure the elimination of waste and piovide 
favourable estimates and selling prices which allow for profit 
to be made in production 

Apait from cost of manufactures, there is production work 
done by large concerns regulaily, which is incidental to the 
output of the usual pioducts of the establishment This inci- 
dental work maybe capital expenditure tor buildings, plant and 
tools, which has to be continually renewed, replaced and ex- 
tended, to satisfy the requirements of piogressne establish- 
ments Costs of this capital expendituie are equally necessaiy for 
efficient financial accounting A leview of these cost accounts 
and the source of their authority, as well as a summaiy of the 
origin of manufacturing cost accounts, is useful to observe the 
practice necessary to ensuie regularity 

MANUFACTURES OR PRODUCTION 

Departmental or process atconnts after proper installation are 
generally controlled by the principal or woiks manager, who 
has the power to increase or decrease the late of manufacture 
Especially so where the output is by mass pioduction, oi the 
outcome of a cycle of opeiations fiom all depirtments Con- 
tracts, ]obs or orders, generally denote complete units based on 
customers’ special requirements as detailed in the coiiespond 
mg specification, such as complete buildings, budges, ships, 
engines, boilers, etc These aie generally distinguished by 
numerical numbers in sequence, which become the cost iccount 
Jobbings or special orders are also based on customeis’ lequire- 
ments as specified and usually cover onl} a part, frequently for 
replacement, of a complete unit, but become separate cost 
accounts by numerical numbering Stoch accounts cover lesser 
manufactures made to stock for economy and convenience in 
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less busy times These may be for complete parts, say pumps, 
which will ultimately become a section of the larger unit, when 
they will be charged from stock to the major cost account, just 
as if obtained from an outside supplier These stock cost 
accounts are identihed by numerical numbers, and the prin- 
cipal or works manager usually determines the time and quan- 
tity for such manufacturing 

CAPITAL ACCOUNTS 

hew bwldings and plant, when capital expendituie, are sanc- 
tioned by the principal or works manager The cost accounts for 
these are indicated numerically usually with a distinguishing 
prefix letter, so that the material and labour cost for producing 
and erecting these can be accurately accounted 

ONCOST ACCOUNTS 

Property repairs, plant repairs and tools upkeep are oncost 
accounts which are regularly operated, as repairs have tol be 
done when required Special yearly numbeis can be allotted foi 
certain repairs, so that the classified costs of these will ulti- 
mately be known legularly, but this is a matter of ariangement 
Extensive ort special repairs, involving considerable expendi- 
ture, are usually sanctioned by the principal oi works manager 
These costs can be obtained separately, by allocating special 
repairs numbers to cover particular requirements, so that the 
actual expenditure will ultimately be known 

PRACTICAL COST ACCOUNTING 

Piacticdl accounting of costs for manufactures whether by pio- 
cess 01 departmental method, oi by job or order method, as 
well as for production and repaiis to capital or oncost accounts, 
IS always efficiently accomplished by having straightforward 
arrangements Costs of materials used, labour employed, and 
oncost incurred are reported piomptly and accurately for cost 
accounting pui poses This is a possible achievement even in the 
laigest industiial companies and is regularly accomplished, but 
it takes time to instal and time to improve existing methods, if 
these are found unsatisfactory Considerable patience, foresight 
and determination are necessary, as well as the requisite know- 
ledge of accountancy and production methods to ensure success 
Undoubtedly the principal part of the task is accounting, but 
It requires capacity foi the necessaiy details applicable to pro- 
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duction, to ensure accurate costs of large technical products, as 
obviously the accountant must plan the work for otheis to 
assist The accountant must also be able to continually ciiticise 
and check the work of those assistants, as in practice eiiois will 
occur which must be found when at all possible Manufactuiing 
departments have usually to report consumption of stock and 
extent of direct labour employed for production cost accounts, 
and mistakes do happen in such returns If the accountant dis- 
covers these eirors and shows the necessary ability and know- 
ledge to act as a regular censor, it is surpiising how much 
greatei efficiency may be obtained in the cost returns from the 
works 

MATERIAL AND LABOUR 

Material costs for manufactures are leadily obtained in a proper 
arrangement Special material costs are from suppliers’ invoices 
and stock material returns from stock lequisitions, which are 
ultimatel} in daily, neekly or monthlj. peiiods, \ allied at a\er- 
age puichase prices from stock ledgei accounts If suppliers’ 
invoices aie received on delivery of special materials ns they 
should be, these and stock material costs can be accounted when 
required to the actual cost accounts, say, within two days after 
receipt This allows foi the necessaiy leceipt certification and 
proving of commercial transactions 

Direct laboui hours aie reported daily to laboui cost clerk 
for ordinary time work, and usually piecework output is also 
repoited daily When necessary, therefore, foi job lepairs costs, 
which are fiequently urgently desired, the direct labour cost can 
be accounted within a daj after completion of the work This 
would also apply to labour payment by results generally such 
as premium bonus methods, as immediately the job is finished 
the bonus cab be detei mined and the labour cost ascei tamed 
This implies the valuation of labour cost at average class lates, 
as individual rates can only be used efficiently and economi- 
cally m veiy small establishments Aveiage class rates necessi- 
tate arrangement of pay roll by classes of laboui emplo3'ed, 
which IS generally done, but it is the first lequisile for efficient 
labour cost accounting 

ONCOST 

Oncost accounting and allotment is not obtainable for interim 
or repair pioduction costs, unless on the basis of previous 
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periods, and considerable caie has to be exercised in forecasting 
such oncost rates Fixed oncost must ahva)rs be distributed, and 
fluctuating oncost may be assumed to vary directly with the 
amount of production, but normal production cannot be taken 
in all indusLiies as full production As an example, if total 
oncost IS ;,^20,ooo yearly, i e j£io,ooo fixed and ;^io,ooo fluc- 
tuating for full production, the labour cost being ;^20,ooo, this 
gives an oncost rate of loo per cent on direct labour cost Ii 
normal production is estimated at go per cent of full produc- 
tion, the normal labour cost will be pro rata -£18,000, but the 
normal oncost will be ^^'19,000, le j(fio,ooo fixed and ;^9,ooo 
fluctuating, which is 105 5 per cent of normal labour cost 

Ihis aspect of vaiying oncost has to be caiefully considered 
when valuing work m progress at balance peiiod, or in cost 
accounting new buildings and plant on which manufacturers 
are entitled to add oncost, but only at normal percentage If 
abnoimally high oncost is added to work in pi ogress costs 
because of lack of production, the value of woik in progress 
becomes fictitious, and much greater than it would lealise if 
sold Similarly, if abnoimally high oncost is added to capital 
expenditure an inflated capital account is the result, which 
would not have been capital expenditure for the work, if done 
by a subcontractor who Lid secured the job in competition 

PROMPT COSTS 

It will be observed from the foregoing that prime costs of pro- 
duction are regularly accounted, for material and labour to 
many manufacturing or costs accounts The special mateiial 
entries from suppliers’ invoices are the details of the monthly 
totals appearing in the purchase jouinal, foi the same cost 
account Similaily stock mateiial debits to cost accounts in 
detail, equal the monthly total foi the same account in the stock 
depai tment monthly credit abstract Labour cost accounted by 
pay periods to cost accounts in detail, equals the total debit for 
the same cost account in the corresponding labour cost abstract, 
which again is the same total as the wages book total for that 
pay period 

This IS the practice in industrial establishments operating 
probably twenty cost accounts, foi large products occupying 
several months m manufacturing, and of perhaps ;^20,ooo each 
in value These have over twenty main sections in each cost 
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account, with an a\erage of twelve principal items in each sec- 
tion of the final cost abstract There are thus over 200 items in 
the final abstract of each cost account In the actual cost books 
probably forty of these items will each entail twenty entries, so 
the total entries in the cost books may be about 1,000 for each 
cost account All these entries have the source of origin stated 
and description of quantity, rate and value of material, and 
labour cost, all for ready refeience as may be required, as 
shown by Form 21 

Monthly returns of cost incurred foi special and stock 
materials and labour, are obtainable for such cost accounts by 
the loth of the following month This prompt accounting is 
equally apparent in the minimum time required to obtain total 
costs, on completion of the job Practical cost accounting, to 
achieve highest efficiency in operation'" must produce prompt 
costs regularly during manufacture and on completion of the 
work, as well as provide for obtaining instanler repair costs or 
interim accounts when lequired 
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EXAMINATION QUESTIONS 

1 are the reasons for dividing production or job orders 
into three classes, vie , manufacturing, capital and repairs or 
upkeep ? 

2 Indicate in detail the principal factors which determine the 
method of presentation of cost information to the management 

Final, ICW A , 1937 

3 Assume that you have been appointed “Cost Investigator’' 

at a factory and stale the lines upon which you would discharge 
your duties pmal, I C W A , 1937 

4 Discuss the information which a well designed form of final 

cost should give to the management, from the point of view of 
production and control With what additional information 
should the cost figures be amplified, and how should it be 
given? lunal, I C W A , igsS 

5 Cost systems do not always operate as efficiently as planned 
What features should be considered in examining such a systen 
in order that it may be made to function properly? 

Final, I C W A^ 1938 

6 During a period of depression, your Directors advance the 

argument that fixed expenses will be incurred, whether or not 
the factory is producing and propose to quote on the basis of 
eliminating these expenses from the cost Discuss the position 
and indicate on what lines you would advise the Directors to 
proceed Final, 7 C TT A , 1938 

7 Flow would you suggest that statistical information should 
be given to departmental managers or foremen? What informa 
tion would you give to each — 

(a) weekly, and 

(b) monthly Final, IC W A , 1939 

8 At what intervals would you propose that summarised cost 
accounts should be presented- to the management^ Detail the 
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advanioqts and disadvantages of adopting 

(a) a longer period, 

(b) a shorter penod, 
than the one you select 

Final, 1 C W A , 1940 

9 1 oil art instructed to mal e recommendations as to the method 
of costing most suitable for a factory vohuh has accepted large 
Government contracts State what would be the principal factors 
which would influence your choice of method, having in mind 
possible investigation by Government officials 

Final, I C W A , 1940 

10 It n a frequent complaint that cost information is presented 
too late for practical service What are the main contributing 
lauses for this condition and how would you remedy them‘d 

Final, 1 C W A , 1940 

11 What IS the general reason for overheads being analysed 
into “fixed” and “variable” Give three examples of items of 
t xpense in each of the following — 

(a) Fixed factory overheads, 

(b) Variable factory overheads , 

(c) Fixed distribution overheads, 

(d) T ariable distribution overheads, 

(e) hixed selling overheads, 

(/) Variable selling overheads 

Inter , I C W A , 1941 

12 4 contractor has uncompleted contracts in hand at the date 
of his annual balance sheet How should he appraise the value 
of the work in progress^^ How would you verify lus calcula- 
tions'^ 

Inter , C 4 (Eng) , 1944 

13 The method of ascertainment of the cost of manufacture, 
and the gross and nett profit in a manufacturing concern, often 
appears to be a debatable point Write an essay (limited to about 
three pages of foolscap) setting out what, in your view, should 
be the guiding principles when preparing the accounts of such 
a concern, in order to show as accurately as possible, the profit 
of manufacturing, the gross profit on trading and the nett profit 
and its appropriation 


Final, C 4 (Eng ), 1944 
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14 A company carrying on an extensive engineering business 
frequently enters into contracts, many of which extend over a 
short period of years In the annual balance sheet appears an 
item described simply as “Work in Progress,” and you, as 
auditor, find that the amount includes profits upon uncompleted 
work State clearly and in detail how you would satisfy yoursell 
as to this asset, and what recommendations {if any) you would 
make to the Directors 

Final, C A (Eng ), 1944 

15 Outline a system of Standard Order Numbers for factory 
internal expenditure State their uses 

Inter , I C W A , 1944 

16 A company which has no asset records has anitemiscd valua- 
tion of buildings and machinery prepared by professional 
valuers every few years, based on current replacement values for 
insurance purposes 

Describe what uses may be made of this information for cost 
accounting purposes and your views on this method, compared 
with that of keeping of asset records 

Final, I C W A , 1944 

17 A factory producing steel piping was in a vulnerable area 
and this fact affected output A new temporary factory was 
erected in a less vulnerable area and was only used for six 
months, after which the whole business was taken back to the 
original factory For the purpose of costing how would you 
deal with 

(a) The cost of erection of the temporary factory, 

(b) The cost of removal both ways, 

(c) The increased costs of production during the six months 
whilst the temporary factory was in use? 

Final, I S A A , 1944 

18 Where Government contracts are given out on a “cost plus” 
basis, what would be your general suggestions to industry to 
meet the requirements and ensure a reasonable profit result ? 

Final, I C W A , 1944 
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COSTS \ND FINAInCF ACCOUNTS 

The interlocking or agreement of cost and financial accounts 
for manufacturing trades, has received consideiable attention 
Irom accountants m recent jears This has been accomplished 
\ery successfully by large companies in this country for forty- 
five years If complete cost methods are operated, it is advis ible 
to include an ariangement for agreement of cost and financial 
tccounts, although it does not follow that the most elaborate 
method of doing this is the most efficient The object of this 
control, as it is sometimes termed, is that as in the commeicial 
accounts theie will be one or two accounts to conttol the details 
of many others We have a simple example of this in oidinary 
double entry book-keeping The accounts of sundry creditors 
and sundry debtors in an impersonal or nominal ledger com- 
prise or control, in one account, the details of many individual 
accounts m a separate ledger 

MANL FACTORING COST CONTROL 

It is obvious that the usual manufacturing or trading account 
of industrial establishments, where complete cost accounts are 
not operated, may be considered as a cost control account 
These trading accounts are obtained from balanced books, which 
account for all manufacturing expenditure The complete con- 
trol of cost accounts, when these are operated, does require 
some special arrangement for exact interlocking with financial 
accounts 

This can be effected in the usual geneial oi nominal ledger 
with a minimum of four accounts, such as — purchases, labour, 
oncost, and pioduction cost account. Forms 27 to 30 Pui chases, 
labour and oncost, are debited with the expenditure incuired 
for these accounts respectively, and are credited as this expendi- 
ture is debited to the various cost accounts These debits are in 
detail in the actual cost books and these details equal the total 
debits to each cost account m the monthly journal abstract for 
purchases, labour, and if so arranged, for oncost distributed 

The foregoing concerns the control of cost particulars in 
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actual cost books, by the general or nominal ledger control 
accounts As already indicated a further account is necessaiy 
for complete control, and foi balancing the general oi nominal 
ledger This “production cost account” is debited monthly 
from journal abstracts, with totals for materials, labour and 
oncost if distributed, as debited in detail in cost books These 
total debits to production cost account are the same totals as 
credited to the control accounts of purchases, labour and oncost 
Completed production at cost, as accounted in the cost books, 
IS credited to production cost account when despatched if 
desired, or at annual (balance, and is then debited to sales 
account \s the sales account is credited with the selling prices 
of that production which has been despatched and invoiced, the 
balance of the sales account is the gross profit or loss This 
intei locking method, like most others, does not permit of an 
actual check in the accounting of individual cost accounts, but 
merely ensures that all cost expenditure has been chaiged to 
some cost account 

FACTORY LEDGER CONTROL 

If the cost accounts are for long periods or laige manufactures 
which require several months for completion, arrangements 
can be made with a separate factory or tiades ledger, which will 
control these individual cost accounts in the interlocking with 
the financial books The purchase journal necessaiy for this 
arrangement is that already indicated, and which differs from 
the usual columnar purchase journal as each supplier’s invoices 
have to be detailed there, with cost accounts debits seriatim 
This IS to permit of an abstract being obtained, from that 
journal, of total monthly debits to each cost and oncost account 
For the control of individual cost accounts, either depart- 
mental or job costs, the various cost accounts are summarised 
separately in the factory ledger, just as personal accounts are 
accounted in a creditois or debtors ledger These separate cost 
accounts in a factory or trades ledger are debited monthly with 
expenditure, and credited with their production on completion, 
all as already explained Stock material, labour, and oncost 
accounts are also included as required 

It IS advisable to complete the factory ledger and make it 
self-balancing, to have a general ledger account in the factory 
ledger This general ledger account is credited with all expendi- 
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ture for material, labour and oncost as mcuiied, and debited 
with all completed production on despatch at production cost 
The credit balance of the general ledger account therefore repre- 
sents the cost of stock and work in piogiess, as debited m the 
various uncompleted cost accounts, stock material, and oncost 
accounts, summarised in the factory ledgei 

GENERAL LEDGER CONTROL ACCOUNT 

In like mannei the accounts in the factory ledger are represented 
in the general ledger by one account, termed the factory ledger 
account, which has the same figures as the general ledger 
account in the factory ledgei, but these ippe ir on opposite sides 
The factory ledgei account in the general ledgei is debited 
with all cost expenditure for material, laboui and oncost as 
incuired, and is credited with completed production when des- 
patched at the pioduction cost The debit balance of this account 
lepresents the cost of stock and woik in progress, this being a 
summary, of the debit balances of the uncompleted cost 
accounts, stock mateiial, and oncost accounts, in the factory 
ledger 


PRODUCTION COST ACCOUNT 

It Will be evident that the factoiy ledger account in the general 
ledger is practically a trading account, except that the manufac- 
tures are credited to this account at the cost of production These 
are the samd values which are debited to the general ledger 
account in the factory ledger, as already explained 

When we consider the interlocking of the factoiy ledger 
account in the general ledger, rvith the other accounts in that 
ledger, we find that another account, a production tost account, 
is necessary for balancing purposes If all inanufTctuies sold 
are ciedited td the factoiy ledger account at pioduction cost, 
this cost will also be included in the credits to sales account, 
because that account is credited as usual fioni the sales journal 
with all manufactures at selling prices, as required for general 
financial accounts 

In this way production cost is credited twice m the general 
ledger, i e once in the factory ledger account and once in the 
sales account, although materials, labour and oncost for manu- 
facturing are debited only once in the general ledger, by means 
of the factory ledger account It is therefore necessary to debit 
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pioduction tost twice in the general ledgei, for balancing pur- 
poses This additional debit of production cost can theoietically 
be made to the sales account, but this account has usually other 
debits for defective manufactures returned, and othei allow- 
ances It IS best to make this additional debit foi total cost of 
all manufactuies sold to a “production cost iccount,” so that 
the amount t\ ill always be readily traced The total debit balance 
of production cost account can be transferred to sales account 
at the balancing period, when the usual trading and profit and 
loss accounts are prepared 

Other methods of cost control by finance accounts aie usu illy 
\anati(ins of these indicated, but even the simplest method gives 
valuable infoimation which can be readily used in cost and 
fin mcial iccounting This inteilocking of cost and financial 
accounts is particularly useful for the geneial valuation of work 
in pi ogress, and for interim financial accounts It also provides 
other particulars for realising the extreme importance of accu- 
rate and prompt cost accounting in industrial companies 
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E\ \MIM VnON' OL'CSTIONS 

1 ]]'hat importancL aHache<i to initrlotl mg co<;/ account'^ with 
the pnitmuil bool i ■' 

2 Describe brioflv an arraiigi nuiit for agnimcnl of cost and 
financial accounts to cnsiire control ol all cost cxpcndilnn 

T To what extent is tin nconcilnition of cost and financial 
accounts a giiarantii of the luturacv of tin former 
' I mill, / C TT I , UJ12 

4 Outline the general nictlwds to be cmplovcd lor ensuring the 
cornet interlocking of the cost accounts with the financial 
records Shine the probable effect produced m the control 
accounts by ci sorong posting in the cost hclgcrs and indicate 
the line of investigation to be lollowccl for hnatmg the error 

Final, / (- 11 .1 , i(,^7 

s, Briefly describe a costing svstem wherein the financial 
accounts are reconciled until cost accounts 

Pmal, I C W \ , lo-iS 

6 TT hat principles should be observed in arranging for the 
mtcrlocl mg of the cost accounts svitli the financial svstem, and 
whal methods should be installed to attain this end''^ 

lunal, I C 1.19^8 

7 What do you understand bv a worl -in-progrcss Control 
Account? State the headings under which li would be debited 
and credited and the sources of these transactions 2 o what pur 
pose soould such an account be put, apart from its function as 
a Control Account 

Final, I C W A , 1939 

5 Discuss control accounts and their uses, with particular re- 
ference to the methods of reconciliation with the financial 
accounts 


Final, I C W At, 1944 



E\AMIN'\.TION QUESTIONS 99 

9 State in general terms how arrangements are made for the 
agreement of cost and financial accounts What are the difficul- 
ties usually encountered, how are they overcome and hy what 
means are actual differences adjusted? 

Final, I C W A , 1944 

10 “Cost accounting and financial accounting are complement- 
ary functions, which involve analyses of the transactions of 
business which differ in form and purpose ” Explain this state- 
ment, illustrating with examples 

Final, I C W A , 1945 



Chapter XIV 
STANDARD COS FS 

Cost accounting by previously detei mined standards fur mat- 
erial cost, labour cost and oncost, has been considerably ex- 
tended and developed m recent years, especially by laige manu- 
Hctunng companies whose products are largely repetition woik 
The standards adopted are based on previous costs for material, 
laboui and oncost, and the newer or cuirent costs obtained for 
definite peiiods aie compared with these standards, to show it 
there is progress oi otherwise in economy for manufacturing 
Without being exhaustive, but more simply suggestive le- 
gaiding the opeiation ol stondard costs, about which v^anotis 
books have been published, it can be shown from practical appli- 
cation that such costs were used, at least paitly, for vaiious pro- 
ducts in much earlier years This was accomplished by more 
manufactureis than may be supposed and long before cost 
accounting was geneiallv adopted by other trades 

MATERIAL 

Consideration of stanchid costs for mateiial used in manufac- 
turing has to be viewed bioadly from one of two aspects The 
first of these coveis the class of manufactures in which the 
material requirements are relatively simple This means that the 
quantity required either foi jobs or process work, does not 
involve many qualities or varieties of quality, so that the quan- 
tity standaicl can be readily determined by weight or meastiie- 
ment 

In such instances, aftei having determined the coirecL qtian 
tity standard, variation in cost can only occui in the puce of tin 
material A comparison of such actual and st mdaicl costs would 
be principally confined to levealing the efficiency or otheiwise 
of the puichasing arrangements A.s indicated in Chaptei X 
under “Standard Costs,” a similar pioceduie is sometimes 
adopted in large manufactuiing companies having many operat- 
ing departments 

In this case, all material requiied is debited to each manu 
facturing department at standard prices This limits the sphere 
for efficiency in these departments to production economy in 
labour and oncost For such arrangements, actual comparisons 
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ot purchase prices find standard material prices are accounted in 
the principal cost depaitment 

Another similar method is sometimes adopted by manufac- 
ture! s using standard costs and having several factories engaged 
in the same pioduction If the raw materials used are limited to 
a few virgin metals or othei standard materials, for cost com- 
parisons the market prices on the day of receipt of each order 
are used for the standard material costs Variations observed 
when comiaanng with acturl costs reveal the efficiency or othei- 
w'lse of the purchasing department 

Manufacturers using many and varied mateiials for then 
products illustrate the other aspect to be consideied when intro- 
ducing standaid material costs When these various materials 
become part of the ultimate products, cost variations will occur 
in quantities used as well as purchase price As a part corrective 
to such variations, it can be indicated that engineeiing products 
leqiunng castings and forgings of iron, steel and non-ferrous 
metals can have standard weights allotted for these castings and 
foigings These are based on the same patterns or drawings 
supplied to the foundeis or forgers from whom these supplies 
are ordered This procedure does check the supply of excessive 
metal which may have been used by a sub-contractor to ensure 
sound supplies This excess does add to the machining cost of 
the mam contractor in obtaining the finished product 

LABOUR 

Standard labour costs can be stated to have been inaugurated 
with the adoption of piecework puces, or a price per piece or 
part, for labour payment, and which was virtually a standaid 
laboui cost By piecework payment, any reduction in the ulti- 
mate labour cost is confined to the economy effected by the 
reduction of oncost, because of increased output being obtained 
in a definite period 

The introduction in 1898 in this country of laboui payment 
by results based on piemium bonus methods necessitated the 
adoption of standard time allowances This was to determine 
wage payment and labour cost, and the payment made was 
based on the particular bonus method adopted These standard 
time allowances have always been based, in the pimcipal pre- 
mium bonus systems, on the ability of the average worker under 
ordinary working conditions With the same percentage saving 
of the standard time allowed, the ultimate labour cost vanes 
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in accoidante with the pirticulai bonus method adopted, as 
shown in Chaptei VI Nevertheless, in principle, the first basis 
of this cost IS a standaid cost in hours, that is, the value of the 
hours allowed for the wotk to be done, at ordinarr time rate 
TECHNIC tL COSTS 

Having biiefly reviewed the diiect cost elements of mateiial 
and labour for standard costs, it is apparent that for accuiate 
accounting correct cost divisions, sections and detailed items 
must be arranged These are shown in Chapters X and XI for 
specimen industries Foi large technical units, etc , such as 
buildings, bridges, ships and their machinery, locomotives and 
motor vehicles, these will probably involve consideration of the 
specification foi the pioduct 

It IS essential that these technical cost details should have the 
approval of the production departments as they are particular!} 
concerned with the laboui costs, the paiticulars of which usually 
emanate fiom these departments It has been found that the 
adoption of stand ird labour jobs, although laboui payment mav 
be by time woiK, has incieased economy in pioduction Effec- 
tive cost comparisons for the same production by various opera- 
tors IS thus readily obtained and unnecessaiy labour waste 
avoided Similar control of excess cost is achieved as when 
standard weights are available for castings and foigings ob- 
tained from various sub-conti actors to the same pattern or 
design 

Consideration of the cost details necessary is most efficiently 
accomplished by relating these to the complete product or major 
part thereof Accurate accounting of subsidiary details, for defi- 
nite periods, sometimes shows their cost to bear a fairly constant 
relation to that of the major product If desired, continuous 
accounting of these may be omitted and their cosT estimated on 
a percentage basis, without loss of efficiency This previous 
leliable accounting practically creates a standard percentage, 
the use of which reduces the expense of the cost finding 
ONCOST 

The forecasting of oncost rates, when operating standard costs, 
IS likely to entail full consideration of the expected volume of 
production, for the period under review Fixed oncost as detailed 
in Chapter VII will be incurred, whethei the establishment is 
idle or only paitly employed Expenditure for certain items pf 
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fluctuating oncost will increase M'lth increasing production, such 
as property and plant repairs, and tools upkeep Estimated 
oncost rates must therefore absorb all the fixed oncost and the 
rates will vary inversely with the volume of production 

Expenditure for fluctuating, or what may be aptly termed 
operating oncost, increases generally as total cost of production 
volume increases, but these rates are likely to vary inversely 
with the output Combined labour cost rates, for fixed and fluc- 
tuating oncost, will vary inversely with the labour cost of esti- 
mated production, as shown m Chapter XII 

If the labour cost is fairly uniform per production unit, and 
the production varies considerably from that assumed when 
fixing the standard cost, the stanclard and actual oncost rates 
will differ greatly When the necessary information is accounted, 
this difficulty may be lessened This can be done by adopting 
standard rates foi fixed oncost, and also for fluctuating oncost 
applicable to certain production volumes say, 70%, 80%, go% 
and full production 

Such information does show the possible loss in not recover 
ing oncost expenditure, if the expected production is not 
achieved, through lack of orders or other causes It also shows 
the lower oncost rate applicable to the larger production pos 
sible This is the reason why manufacturers can and do reduce 
selling prices to obtain more orders 

COSTS AND SELLING PRICES 

Compaiison of standard and actual costs is shown, in clearly 
defined sections for a technical product, by Form 31 These sec 
tions have been adopted not only to fulfil all ihe production cost 
requirements, but as a suitable basis for fixing selling puces or 
quotations These selling prices may be desired to satisfy dif- 
ferent technical details for the same class of production 

Such a uniform arrangement not only ensures more efficient 
cost accounting, but gives opportunity for accurate systems of 
selling prices This also enables producers to prepare suitable 
puce lists, not only for different sizes of the complete product, 
but with or without certain technical sections, as may be re- 
quired A specimen price list is shown by Form 32 The periodi- 
cal issue of such lists of economical prices to likely customers, 
particularly when orders are scarce, does sometimes increase 
sales and correspondingly output, and also production profits 
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EXAMINATION QUESTIONS 

1 An association of manufacturers wish to compile average cost 
figures for comparative purposes ]Vhat method do you recom- 
mend to mahc this comparison effective ^ 

2 What IS meant by the term Standard Costs'^ Describe their 
dav to day operation 

Inter , I C W A , 1932 

3 Discuss the conditions to be considered in arriving at a 
standard cost for any operation in any industry with which you 
are familiar State the nature of the industry concerned 

Final, I C W 4 , 1938 

4 IT hat are Standard Costs and how are they determined'^ 
State the advantages obtained from their use, and outline the 
manufacturing conditions in which they are likely to be of 
maximum benefit 

Final, I C W 4 , 1938 

5 Distinguish between Uniform Costing and Standard Cost- 
ing Stress the evolution of the technique of the latter and com- 
ment on the service it makes available for management 

Final, I C W A , 1939 

6 Enumerate the factors which require to be carefully con- 
sidered in the establishment of Standard Costs, and state why 
it IS essential that a careful preliminary survey of the business 
under review should be undertaken, before any attempt is made 
to introduce cost standards 

Final, I C IF ^ , 1940 

7 A company whose production is restricted due to war-time cir- 
cumstances uses Standard Costs, and increases in selling prices 
are only allowable in relation to genuine increases in the prices 
of purchases and services State how you would adjust the 
Standard Costs and determine and absorb the losses due to the 
reduced production 


Final, I C W A , 1940 
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8 In a manufacturing concern where Standard Costs are in use, 
it IS found that there are certain unusually heavy fluctuations in 
cost figures, both upward and downward Show how you would 
present the pefiodical statements, clearly indicating the depar- 
tures from standards and their causes 

Inter , I C W A , 1941 

9 It IS decided that production shall be charged in the cost 
accounts at a standard rate, and any differences between actual 
and standard transferred to an “adjustment account “ How can 
the latter be made an instrument of detailed cost control? 

Final, I C W A , 1941 

10 In dealing with Material Costs, outline the advantages and 
disadvantages of using Standard Cost methods 

Inter , I C W A , 1943 

1 1 Prepare a typical Standard Cost statement of any product 
with which you are familiar, and show how the actual cost is 
arrived at by adding or deducting variations from standard 

Final, I C W A , 1943 

12 W hat steps would you take in connection with — 

(a) The introduction of anew set of Standard Costs to replace 
existing ones, 

(b) A change m the basis of distributing certain Overhead 
Expenses to departments? 

Final, 1C W 4 , 1943 

13 Discuss “Standard Costs,” Iheir advantages and disadvan 
tages, and the conditions under which you consider adoption to 
be of greatest use Indicate the circumstances under which the 
use of Standard Costs could be misleading 

Final, 1 C W A , 1943 

14 It has been stated by a writer on costing that “the inclusion 
of any excessive or unnecessary expense is obviously wrong, 
the excessive expense should be regarded as a reduction from 
profit rather than an element of cost ” Discuss this statement 
generally and particularly in relation to borrowed capital 

Final, I S A A , 1944 
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15 Prepare a comparative statement of costs, showing the 
actual with the pre-determmed standard, with fullest possible 
Explanations of the variations State the steps to be taken as the 
result of the differences discovered 

Inter , I C W A , 1944 

16 How would you deal with operations which are not included 
in your Standard Cost, but may be required on some compo- 
nents in order to attain the inspection standard? Taking an 
industry with which you are familiar, give examples and show 
what analysis you would give to the Management 

Inter , I C W A , 1944 

17 Describe how a method of Standard Costs is operated, 
showing what additional internal arrangements are necessary 
for its working successfully To which class of manufacture is 
it best suited? 

Final, I C W A , 1944 

18 Prepare a report for the consideration of a IVorks Director, 
outlining the advantages of installing Standard Costing, and 
state briefly the necessary conditions for its inception 

Inter , I C W A , 1945 

19 Under a system of Standard Costs, the Management wish 
to know what control information would be provided Illustrate 
your answer with the statements to be presented under — 

(a) Labour, 

(b) Material, 

(c) Overheads 


Final, I C W A , 1945 



Chapter XV 

BUDGETARY CONTROL 

Budgetary Control of manufactuimg costs is usually accom- 
plished more successfully when the cost accounting is by 
departmental or piocess methods, and not by job oi order costs 
Departmental or process costs usually represent repetition work, 
and this may be by mass production The output obtained is 
usually based on a production programme determined by the 
manufacturing company in anticipation of market requirements 

DEPARTMl NIAL OR PROCESS COSTS 
\fter having detei mined the production desired for a certain 
period, and having previous costs or reliable estimates for the 
product, a budget can be prepared for the output expected This 
must include the necessary alterations requited, for changes in 
the costs of raw materials or supplies, labour cost and oncost to 
be absorbed All these cost elements may be affected not only 
by anticipated new conditions, but by the volume of production 
desired 

For simple products, manufacturers not having previous 
costs, but able to estimate these reason ibly accurately, may 
readily adopt serviceable budgetary control This can be accom- 
plished by the estimated costs method, referred to in Chapter X, 
and can be introduced for the production estimated for a definite 
period Comparison with actual costs at the end of such periods 
reveals differences, which ensures more reliable cost estimates 
for material, labour and oncost^and, therefore, moie accurate 
budgetary control in the future 

JOB OR ORDER COSTS 

Job or ordei products based on customers’ requirements do not 
permit of such reliable estimates, for future production quan- 
tities Successful budgets for such are more possible where the 
products are of like nature, although varying in size and re- 
quiring many months for completion For these large products, 
if previous accurate costs are available, a reasonably accurate 
budget may be prepared to covei the estimated costs for a defi- 
nite period 
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'\. particular instance can be cited of what w'as accomplished 
by budgetaiy control lor job or order products, when there was 
severe depression among shipbuilders, maiine engineeis and 
boilermakers Ihe products were of one kind, although \arying 
in size and having minor design difteiences, but previous re- 
liable costs w^ere available 

These producers decided to try and obtain sufficient oiders, 
to accomplish a definite output in a certain period For this 
purpose, the selling prices quoted for the orders available were 
leduced to the absolute minimum, that would give a certain per 
centage of profit A reliable budget was prepared based on pre 
vioiis costs, showing the material required and the cost, labour 
hours and cost, and oncost likely to be incuired The estimated 
profit in the budget was the sales value of the scrap material, 
lesulting fiom pioduction for the period This scrap was that 
usually obtained from the materials used in production Such 
successful budgetary control is only possible when previous 
leliable costs are arailable 

PRODUCTION AND SALES 

Budgetary control, which is ultimately concentrated on produc- 
tion and selling costs, must be based on certain estimated out- 
puts of manufactured goods, which are to satisfy the sales ex- 
pected in the period covered It is also obvious that certain 
manufactures, which can be produced economically by greatly 
increased outputs, may thus create markets for their disposal, 
owing to the reduced selling prices which are possible 

Increased outputs from the same plant may reduce costs of 
material, by the purchasing and consuming of Hrgei quantities 
m the same peiiod as foimerly Greater production may be 
obtained by the introducing of piecewoik oi labour payment by 
results These methods of labour payment are usually moie suc- 
cessful when woik is plentiful and full production is obtained, 
and thus the direct laboui cost per unit may be decreased 

ONCOST 

Likewise, oncost expenditure per unit of output, will show a 
decrease if full output or continuous production is possible, 
when this is compared with costs of part production or irregular 
working This does not mean that the oncost rates will always 
be reduced, when these are allocated on the labour cost basis. 
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and increased output has been obtained Increased production 
ma> mean deci eased laboui cost per production unit, due per- 
haps to labour paj^ment by results or better organisation for the 
laiger outputs 

Oncost expenditure, for varying Outputs, is more difficult to 
estimate for budgetary control than material and labour costs, 
notwithstanding that previous reliable particulais aie available 
Where possible, it is best to allocate oncost rates per produc- 
tion unit Changes affecting these rates are, thus, more readily 
obser^ed and the source traced, which may come from labour 
payment methods, class of labour employed oi alteration in 
production arrangements When oncost rates cannot be allo- 
cated to production units, but are based on labour cost, this 
maj be a rising percentage as already indicated This rpay be 
due to decreased labour cost of production, and such a reduc- 
tion should be expected if improved manufacturing methods 
are introduced 

ONCOST CONTROL 

Accounting of oncost, by expense classification of such con- 
sumable supplies as cotton cleaning vaste, lubricating oils, 
and cutting compounds for engineering production, is some- 
times piofitable If the expenses are compared regularly, weekly 
or monthly, and show extreme variations, enquiry department- 
ally or generally, may piove that these differences are justified 
If the\ are not justifiable, arrangements may be made to pre- 
vent T continuance of these, and thus reduce or prevent a con- 
tinuance of waste 

Where computed pioduction entails election on site oi fitting 
on board ships, marked diffeiences may occur for certain oncost 
expenses Such oncost expenditure, when incurred outwith the 
actual production establishment, is much more difficult to con- 
tiol, and waste due to extravagant use is always possible It is 
essential to examine such expenditure regularly, to ensure that 
it IS reduced to the minimum consistent with production 
efficiency 

PRODUCTION CONTROL 

Efficient budgetarv control does necessitate full consultation 
with the Production Management This is not only to obtain 
agreement regarding possible economies for various outputs, 
but to ensure control of the production expenditure for these 
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outputs The possible etonomies m production cost are not only 
confined to the use ind rale of deliveiv of materials, and the 
organisation of labour required, but aie sometimes affected by 
the nature and output late of scrap materials or by-products 

Regulai compirison ol budgetaiy contiol figures with current 
costs does repeal differences which sometimes necessitate a revi- 
sion of the budget This may obviate an iinnecessarj irregu- 
larity in output rate or prevent avoidable extra expense, to 
accomplish the output required to satisfy the sales effected 
Budgetary control when departmentally airanged, gives oppor- 
tunity for approval of increased cost necessary in these depart- 
ments because of special circumstances affecting production or 
sales Foi m 33 is a comparison of budget w ith actual costs 

SLLLINC. AND DISTRIBUltON ONCOST 

Budgetary control of selling and distribution oncost foi domes- 
tic goods may involve much detail and the total of these ex- 
penses may be considerable in relation to the production cost 
In such cases, it may be necessaiy to account these by expense 
classification, such as packing labour and materials, transit, 
warehousing and display expense, duty, credit and collection 
including discounts Theie.are also the usual salesmen’s salaries 
and commissions, advertising, etc , and allow'ance may have to 
be made for expected returns in the case of certain goods, parti- 
cularly for those which are sold on consignment account 

The allocation of selling and distribution oncost may be on 
the basis of production costs, sajes value or quantity sold, if the 
goods are uniform or standard products If the selling and dis- 
tribution oncost is accounted for definite areas and controlled 
effectively not only are comparisons of budget and actual figures 
available, but valuable comparison can be made between dif- 
ferent aieas 

Such particulars give opportunity foi price reduction to in- 
crease sales m profitable areas, and to endeavour to reduce this 
oncost in less profitable areas Budgetary control of selling and 
distribution oncost, for definite areas, may also give opportunity 
for creating suitable markets elsewhere Such development may 
be possible, because of the information available for similar 
areas, previously successfully organised for profitable sales 
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EXA.MINVTION QUESTIONS 

1 Prepare a budget of cost expenditure for departmental or pro- 
cess products or job or order costs 

2 State where variations of actual costs with budget systems 
are most likely, and give reasons 

3 In what manner does a budgetary system operate in control- 
ling factory expenses^ Illustrate fully its probable effect upon 
the expenses 

Final, I C W A , 1932 

4 Do you consider it advisable to budget for the items of over- 
head expenses in the factory'^ Draw up a scheme showing the 
bases on which you depend 

Final, I C W A , 1934 

5 n hat principles should be followed in making cost compari- 
sons between alternative methods of production or distribution, 
and what steps are necessary to ensure their due observance 

Final, I C W A , 1938 

6 Explain the meaning of budgetary control m connection with 
any business with which you may be familiar How may the 
budget be constructed and its accuracy tested, and how may it 
be used as an instrument of management? 

Final, C A (Eng ), 194b 

7 Enumerate three general groups into which you would clas- 
sify selling and distribution Expenses, so that the cost of selling 
particular jobs or products may be found Explain the methods 
you would use, and state the nature of the business or industry 
to which they would apply 

Inter , I C W A , 1940 

8 Discuss the relationship of Budgetary Control and Costing 

Final, 1C W A , 1943 
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q i produLlwn budgLt is based on ike lapaalv of a factory 
sav ifOOOartuh’; a -lut./ J he aLlual production forthrit months 
slums an average of Soo articles per sscck and tin cost per 
article sliosvs an iiunase on the budget figiue under every 
heading 

Tf hat aeiton is ealled for under such etre urn stance s''-* 

Fined, 7 5 11 , rq44 


lo Define 

(a) Cost ieeounting, and 

(b) Cost Control 

Explain their inter-dependence and the advantages eind disad 
vantages which might he expected to arise from their co- 
ordination 

Final, I S A A , 1044 

u By what methods should Standard Costs be prepared, and 
what use woulel be made of budgets for this purpose ^ 

Inna], 1 C W A , iq44 

12 1 manufaeiuring eompany requires you to tnstal a flexible 
system of Budgetary Control in conncelion with ifs overhead 
expenses Choose six items of expense, and state what unit of 
measurement you would ‘adopt for each, to determine the vari- 
able budgetary amounts Give your reasons 

Inter , I C W A , 1945 

13 The order book of the Company shows a falling off of 25 
per cent in orders for the next three months In preparing your 
budget of expenses for this period, to what items would you pay 
particular attention ^ Give your reasons 

Final, 7 6 W A , 1945 
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